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January 8, 2008

The Honorable Sarah Palin, Governor of Alaska
P.O. Box 110001
Juneau, Alaska 99811-0001

Dear Governor Palin:

Enclosed with this letter is the Department of Revenue’s Fall 2007 Revenue Sources Book. This
report includes an accounting of state revenues received in Fiscal Year 2007 and projections for
FY 2008 through FY 2017.

Revenue from oil production remains the State’s primary revenue source and takes four forms,
the State’s royalty share, production tax, corporate income tax and property tax. The report
includes revenue estimates that incorporate HB 2001 — Alaska’s Clear and Equitable Share
(ACES) production tax, passed by the legislature in November 2007 and signed into law in
December. With the new production tax, our revenue estimates are significantly higher than
would have been expected under the prior law.

The ACES production tax remains based on the net value of oil and gas production. It also
includes associated tax credits to encourage investment in the state’s petroleum sector, leading to
higher future oil production and thus higher long-term revenues. The combination of the net-
based tax and the investment credits means that our revenue estimates are driven by our forecasts
of three variables, oil prices, oil production levels, and oil production costs.

We project Alaska North Slope (ANS) crude oil prices will average $72.64 per barrel for the
current fiscal year (the fiscal-year-to-date average is $80.51 per barrel as of December 20, 2007).
In the medium term, we believe there will be downward pressure on oil prices, and our forecast
for Alaska North Slope crude for FY 2009 is about $66.32, and for FY 2010 it is $63.40 a barrel.

Our long-run ANS crude oil price forecast for FY 2015 and beyond is $41.05 per barrel
increasing at the projected rate of inflation. While this is lower than today’s market price and
lower than some expert predictions, we are deliberately cautious in our approach. Oil prices
more than doubled between January 2007 and November 2007 and it is quite possible they could
decline just as rapidly in the future. We believe that our long term view—that oil prices will
eventually return to historical norms—should not be unduly influenced by the current pricing
environment where oil prices are very high and extremely volatile.

Our forecast for natural gas prices at the Henry Hub for FY 2008 is $6.85 per million BTU.
While we do not have a separate section on natural gas, historical prices and our forecast for
natural gas prices can be found in the appendices section of our report.
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Alaska North Slope crude oil production projections for FY 2008 have been adjusted to 731,000
barrels per day — about 1.2% lower than FY 2007. A significant part of this decrease is
attributable to planned and unplanned shut-downs. Production for FY 2009 is projected to
decrease to about 701,000 barrels per day. We are assuming that there will be no pipeline shut-
downs of the magnitude seen during calendar year 2006. We are also projecting that a new field,
Oooguruk, will produce its first crude oil late in FY 2008. In preparing our fall forecast, we have
incorporated more “down time” than we had in earlier forecasts due to the aging of the
infrastructure on the North Slope and the belief that more maintenance and down time will be
required in the future.

The oil production cost estimates used in this report are based upon the limited cost data
currently available to the department. However, as required by ACES, the department will soon
begin receiving detailed cost reports from taxpayers. This new information will provide us with
comprehensive cost data, in a useful format, and will significantly improve our understanding of
oil production costs, and enhance our revenue forecasting capabilities.

Non-oil unrestricted revenue in FY 2008 (including Investment Earnings) is expected to be about
$701 million, an increase of about 4% or $26 million from FY 2007. That amount is expected to
decrease in FY 2009 to about $603 million.

As is often the case, events impacting revenues have occurred since the materials contained in
this report were prepared. Of most significance, at the end of December 2007, the State of
Alaska concluded negotiations with BP Exploration (Alaska) Inc. and Affiliates (BP) regarding
past corporate income taxes due. On December 31, 2007, BP paid the State of Alaska $379
million that was deposited in the Constitutional Budget Reserve Fund (CBRF). Revenue
deposited in the CBRF is considered "restricted," and as such, does not affect our estimates of
General Purpose Unrestricted Revenues (GPUR). Further, this $379 million is not included in
our “restricted” revenue forecast due to the late date at which the settlement became known.

We hope you find the information provided in the Fall 2007 Revenue Sources Book to be useful.
Our next forecast for FY 2008 and FY 2009 will be provided in the Spring of 2008.

Sincerely,

S ——

Patrick Galvin
Commissioner
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1. Introduction

General Discussion

The purpose of the semi-annual
Revenue Sources Book is to provide the
governor, legislature and citizens of the
state a summary of our past collections
of state revenue and a forecast of future
revenue. Revenues are categorized

into four major components: (1) oil,
(2) federal, (3) investment, and (4) all
other.

Oil revenues continue to dominate
the unrestricted revenue picture—and
are projected to provide more than
87% of General Purpose Unrestricted
Revenue through FY 2014. However,
North Slope oil production is
declining. In FY 2007, Alaska North
Slope (ANS) output was 0.740 million
barrels per day compared to a peak of
2.006 million barrels per day in FY
1988. While production declined by
approximately 63% over that period,

the market price of oil has more than
tripled. For FY 2008, we project ANS
oil production will decrease to 0.731
million barrels per day.

Before 2003, the Constitutional
Budget Reserve Fund (CBRF) was used
to balance the state’s budget in 10 of
the previous 15 years. Even if prices
remain high, the rapid fall in North
Slope crude oil volumes could lead to
future budget shortfalls and draws on
the CBRE

The Alaska Legislature passed a new
oil and gas production tax known as
Alaska’s Clear and Equitable Share
(ACES) during November 2007.

The governor signed this bill into

law during December 2007 and the
projections in this forecast contain the
tax revenue associated with the new
law.

Alaska’s total revenue picture also
includes earnings from investments

in the Permanent Fund and CBRE
federal revenue and other sources, such
as taxes, charges for services, licenses,
permits, fines and forfeitures. The
information provided in this book will
provide greater insight not only into
the sources of revenue that support
the state today, but also into future
revenues from potential new sources.

Please note that totals in some tables
throughout this publication may not
equal the sum of components due to
rounding.
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2. Executive Summary

Total State Revenue

$13 - Figure 2-1. FY 2007 Total State Revenue: $12.3 billion

$12 -
$11 4
$10 -
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$8 - Federal $2.0 billion
$7 | Total Revenue

Investment $3.9 billion

$6 Other (except Federal & Investment) $12.3 billion
$1.2 billion

$5
$4 4
$3 | Oil $5.2 billion
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Figure 2-2. Total State Revenue by Major Component, FY 2007 and Forecasted FY 2008-2009

($ million)™
Oil Revenue History Forecast
Unrestricted FY 2007 FY 2008 FY 2009
Property Tax 65.6 53.5 52.4
Petroleum Corporate Income Tax 594.4 598.9 594.6
Production Tax 2,292.3 3,404.3 2,201.2
Royalties (including Bonuses, Rents, & Interest) 1,613.0 1,846.3 1,571.9
Subtotal 4,565.3 5,903.0 4,420.0
Restricted
Royalties to Perm Fund & School Fund (includes Bonuses & Rents) 545.7 629.6 537.6
Tax Settlements to CBRF 113.6 20.0 20.0
NPR-A Royalties, Rents & Bonuses 12.8 5.2 5.1
Subtotal 672.1 654.8 562.6
Total Oil Revenue 5,237 .4 6,557.8 4,982.7
Other Revenue (except Federal & Investment) History Forecast
Unrestricted FY 2007 FY 2008 FY 2009
Taxes 437.3 406.6 390.0
Charges for Services 28.5 28.5 28.5
Fines and Forfeitures 7.2 8.4 8.4
Licenses and Permits 42.0 42.4 43.0
Rents and Royalties 11.8 10.0 10.0
Other 9.7 23.4 14.4
Subtotal 536.5 519.3 494.3
Restricted
Taxes 105.9 132.9 134.8
Charges for Services 228.2 246.3 248.0
Fines and Forfeitures 22.7 34.4 34.6
Licenses and Permits 35.6 36.6 36.9
Rents and Royalties 5.8 5.3 5.3
Other 286.7 122.5 181.8
Subtotal 684.9 578.0 641.4
Total Other Revenue 1,221.4 1,097.3 1,135.7
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Figure 2-2. Continued

Federal Revenue History Forecast

FY 2007 FY 2008 FY 2009
Restricted 1,971.9 2,524.1 2,524.1
Total Federal Revenue 1,971.9 2,524.1 2,524.1

Investment Revenue

Unrestricted

Investments 137.1 180.6 106.9
Interest Paid by Others 1.6 1.6 1.6
Subtotal 138.7 182.2 108.5
Restricted

Investments 44.7 48.2 32.6
Constitutional Budget Reserve Fund 180.7 167.7 160.5
Other Treasury Managed Funds 41.2 25.1 26.9
Alaska Permanent Fund (GASB) @ 3,471.2 2,570.3 2,557.1
Subtotal 3,737.8 2,811.3 2,777.1
Total Investment Revenue 3,876.5 2,993.5 2,885.6
Grand Total 12,307.2 13,172.7 11,528.1

" The figures in this table do not include a December 2007 settlement in the amount of $379 million deposited into the
Constitutional Budget Reserve Fund that will significantly increase FY 2008 restricted oil revenue.

@ Both realized and unrealized gains and losses are included per GASB 34 as interpreted by the Finance Division of the
Department of Administration in its Comprehensive Annual Financial Report.
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Figure 2-3. Total State Revenue by Major Component, FY 2007

$8 ~

Unrestricted Restricted
$5.2 billion $7.1 billion
$7 -
$6 Investment $0.1 billion

l Investment $3.7 billion
$5

Other (except Federal & Investment) $0.5 billion

$4
$3
Oil $4.6 billion
$2

$1 Other (except Federal & Investment) $0.7 billion

Qil $0.7 billion

$0

Figure 2-4. Total State Revenue, FY 2007 and Forecasted FY 2008-2009 ($ million)

Revenue Source History Forecast

FY 2007 FY 2008 FY 2009

Unrestricted

Oil Revenue 4,565.3 5,903.0 4,420.0
Other Revenue (except Federal & Investment) 536.5 519.3 494.3
Investment Earnings 138.7 182.2 108.5
Subtotal 5,240.5 6,604.5 5,022.8
Restricted®

Oil Revenue 672.1 654.8 562.6
Other Revenue (except Federal & Investment) 684.9 578.0 641.4
Investment Earnings 3,737.8 2,811.3 2,777.1
Federal Revenue 1,971.9 2,524.1 2,524.1
Subtotal 7,066.7 6,568.2 6,505.3
Grand Total 12,307.2 13,1727  11,528.1

" The figures in this table do not include a December 2007 settlement in the amount of $379 million deposited into the
Constitutional Budget Reserve Fund that will significantly increase FY 2008 restricted oil revenue.
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Unrestricted Revenue

and Restricted Revenue

Throughout this forecast we report
two types of revenue: General Purpose
Unrestricted Revenue (frequently
referred to simply as unrestricted
revenue) and restricted revenue. These
two types of revenue are based on the
two components of the General Fund
in the Alaska State Accounting System
(AKSAS)—the unrestricted component
and the restricted component—with
certain adjustments.

General Purpose Unrestricted Rev-
enue (GPUR)

General Purpose Unrestricted Revenue
reflects revenue that is not restricted by
the constitution, state or federal law,
trust or debt restrictions or customary
practice. Most legislative and public
debate centers on this category of
revenue, and this is the amount gener-
ally used for budget planning purposes
and designated in budget documents
as General Fund revenue. General
Purpose Unrestricted Revenue reported
in this forecast includes funds deposited
into the unrestricted component of
the General Fund, with certain adjust-
ments:

*  Reductions might include: (a)
revenue earmarked for specific
programs, (b) pass-through revenue
for qualified regional aquaculture
and dive fishery associations, and
(c) revenue shared with municipal
governments and organizations
(e.g., fisheries taxes).

* Additions might include transfers
from the unclaimed property trust
to the state treasury.

The Department of Revenue uses a
three-step process to make its final esti-
mate of General Purpose Unrestricted
Revenue.

Step 1. We estimate all revenue for the
unrestricted component of the General
Fund in the Alaska State Accounting
System (AKSAS), as well as certain
program receipts, by using our forecast
models and obtaining estimates from
other state agencies.

Step 2. We then consult the Governor’s
Office of Management and Budget and

Legislative Finance for their input.

Step 3. Finally, following analysis, we
adjust our initial projection to derive a

forecast of total General Purpose Unre-
stricted Revenue.

Figure 2-5 on the next two pages sets
out FY 2007 General Purpose Unre-
stricted Revenue and our forecast for

FY 2008 and 2009.

Restricted Revenue

Restricted revenue represents any rev-
enues that are not considered General
Purpose Unrestricted Revenue. This in-
cludes revenue restricted by the consti-
tution, state or federal law, trust or debt
restrictions, or customary practice.

Restricted revenue reported in this fore-
cast includes money deposited into the
restricted component of the General
Fund, with certain additions. Additions
might include: (a) receipts deposited

in funds other than the General Fund,
and (b) receipts that deposited into the
unrestricted component of the General
Fund but restricted by statute or cus-
tomarily appropriated for a particular
purpose or program, such as sharing of
fish tax revenue with municipalities.

Fall 2007 Revenue Sources Book - 7



Alaska Tax Division ® Department of Revenue

Figure 2-5. General Purpose Unrestricted Revenue, FY 2007 and Forecasted FY 2008-2009 ($ million)

History Forecast
Oil Revenue FY 2007  FY2008  FY 2009
Property Tax 65.6 53.5 52.4
Petroleum Corporate Income Tax 594.4 598.9 594.6
Production Tax
QOil & Gas Production 2,282.2 3,392.5 2,189.9
Oil & Gas Hazardous Release 10.1 11.8 11.3
Subtotal Production Tax 2,292.3 3,404.3 2,201.2
Royalties (including Bonuses, Rents, & Interest)
Mineral Bonuses & Rents 22.2 5.7 4.4
Oil & Gas Royalties 1,583.8 1,833.6 1,566.1
Interest 7.0 7.0 1.4
Subtotal Royalties 1,613.0 1,846.3 1,571.9
Total Oil Revenue 4,565.3 5,903.0 4,420.0
Other Revenue (except Federal & Investment)
Taxes
Sales & Use Tax
Alcoholic Beverages 17.1 18.5 18.5
Tobacco Products — Cigarettes 35.3 36.5 36.5
Tobacco Products — Other 8.5 8.9 9.5
Insurance Premium 46.5 48.1 48.5
Electric and Telephone Cooperative 0.2 0.2 0.2
Motor Fuel 39.2 39.4 39.8
Vehicle Rental 8.0 8.2 8.5
Tire Fee 1.5 1.5 1.5
Subtotal Sales & Use Tax 156.3 161.3 163.0
Subtotal Corporate Income Tax 176.9 139.4 129.1
Fish Tax
Fisheries Business 17.1 18.0 18.6
Fishery Resource Landing 5.3 5.6 5.8
Subtotal Fish Tax 22.4 23.6 24.4
Other Tax
Mining 79.1 79.8 71.0
Estate 0.1 0.0 0.0
Gaming 2.5 2.5 2.5
Subtotal Other Tax 81.7 82.3 73.5
Subtotal Taxes 437.3 406.6 390.0
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Figure 2-5. Continued
History Forecast

Other Revenue (except Federal & Investment) FY 2007 FY 2008 FY 2009

Charges for Services

General Government 26.1 26.1 26.1

Natural Resources 2.1 2.1 2.1

Other 0.3 0.3 0.3
Subtotal Charges for Services 28.5 28.5 28.5
Subtotal Fines & Forfeitures 7.2 8.4 8.4
Licenses & Permits

Alcoholic Beverage Licenses 1.0 1.0 1.0

Motor Vehicle 38.5 38.9 39.5

Other 2.5 2.5 2.5
Subtotal Licenses & Permits 42.0 42.4 43.0
Rents & Royalties

Other Non-Petroleum Rents & Royalties 10.2 8.4 8.4

Coal Royalties 1.3 1.3 1.3

Cabin Rentals 0.3 0.3 0.3
Subtotal Rents & Royalties 11.8 10.0 10.0
Other

Miscellaneous 9.7 7.9 7.9

Unclaimed Property 0.0 15.5 6.5
Subtotal Other 9.7 23.4 14.4
Total Other Revenue (except Federal & Investment) 536.5 519.3 494.3
Investment Revenue
Investments 137.1 180.6 106.9
Interest Paid by Others 1.6 1.6 1.6
Total Investment Revenue 138.7 182.2 108.5
Grand Total Unrestricted Revenue 5,240.5| 6,604.5| 5,022.8
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Crude Oil Price

Forecast

Oil revenue is projected to provide
more than 87% of forecasted General
Purpose Unrestricted Revenue through
FY 2014. Three elements are critical to
the oil revenue forecast: price, volume,
and to a lesser extent lease expenditures.

There is no price for Alaska crude oil
on the New York Mercantile Exchange
(NYMEX)® or other commodity ex-
changes. The spot price of Alaska North
Slope (ANS) crude oil is calculated by
subtracting a market differential from
the price of West Texas Intermediate

(WTTI) quoted on the NYMEX. Four
different assessment services estimate
that market differential and report a
daily spot price for ANS.

All of Alaska’s oil production is delivered
to refineries on the U.S. West Coast
(including Alaska and Hawaii). Con-
sequently, Alaska’s royalty and produc-
tion tax revenue depends in large part
on the average market price of ANS
crude oil at U.S. West Coast refining

centers.

Figure 2-6 shows crude oil prices for
FY 2007 and the Department of Rev-
enue’s forecast of prices for the 11-year
period beginning with the current fiscal
year FY 2008 and continuing through
FY 2018. The oil price forecast is based
on a subjective assessment of market
dynamics and trend analysis by par-
ticipants at a Department of Revenue
price forecasting seminar.

Figure 2-6. Nominal WTI, ANS West Coast and ANS Wellhead,
FY 2007 and Forecasted FY 2008-2018 ($ per barrel)

Fiscal Year WTI ANS West Coast | ANS Wellhead
2007 63.63 61.63 55.67
2008@ 72.43 72.64 66.30
2009 68.07 66.32 59.52
2010 65.90 63.40 58.49
2011 67.25 64.75 59.65
2012 68.85 66.35 61.03
2013 69.95 67.45 61.96
2014 71.05 68.55 62.95
2015 43.55 41.05 35.31
2016 44.75 42.25 36.34
2017 45.95 43.45 37.28
2018 47.20 44.72 38.32

" The NYMEX futures market is one source for a WTT quote. A daily WTT spot quote could also be determined by a reporting service’s daily

assessment of the WTT spot market.

@ FY 2008 Forecast price includes five months of actual prices, which raise the forecast price from $71.65 to $72.64 per barrel.
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Figure 2-7 shows: (1) the monthly ANS
West Coast market price from Novem-
ber 2002, through November 2007,

(2) the 60-month moving average ANS
West Coast market price for the same
period and (3) the NYMEX crude oil
futures price of ANS from December
2007 to December 2010.

The figure illustrates a number of issues
with respect to oil prices including:

*  Month-to-month crude oil price

volatility—monthly ANS West
Coast prices during this time pe-
riod ranged from $24.69 per barrel
t0 $92.98 per barrel.

The 60-month moving average is
$50.45 per barrel and has more
than doubled since 2002.

*  The derived futures market price of

January 2008 shows prices that are
slightly lower than November 2007
record highs.

We assume that over the medium-term,
ANS oil prices will average $66.35 per
barrel in FY 2012, $67.45 per barrel in
FY 2013 and $68.55 per barrel in 2014
(in nominal terms). Over the long run,
ANS oil prices are projected to aver-
age $41.05 per barrel in FY 2015, then
increase at 2.75% per year, based on in-
flation. This long-run price assumption
was not changed this forecast based on
Tax Division protocol.”

Figure 2-7. Monthly Nominal ANS West Coast and Futures Market Oil Prices ($ per barrel)
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®  According to the department’s price forecasting protocol, long-run crude oil price projections can only be changed every two years if
forecasting seminar participants agree to a change over the prior two consecutive fall forecasting sessions.
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Figure 2-8. Alaska Crude Oil and NGL Production, FY 2007 and Forecasted 2008-2009
(million barrels per day)

History Forecast
Alaska North Slope FY 2007 FY 2008 FY 2009
Prudhoe Bay @ 0.274 0.292 0.279
Aurora 0.011 0.009 0.009
Borealis 0.016 0.013 0.014
Midnight Sun 0.004 0.002 0.002
Orion 0.009 0.011 0.015
Polaris 0.003 0.003 0.008
Lisburne 0.012 0.011 0.011
Niakuk @ 0.005 0.005 0.004
Point Mclntyre 0.018 0.029 0.026
Raven 0.002 0.001 0.002
Kuparuk 0.122 0.114 0.108
Meltwater 0.003 0.002 0.002
Tabasco 0.004 0.002 0.002
Tarn 0.018 0.016 0.015
West Sak 0.019 0.018 0.020
Milne Point @ 0.022 0.022 0.019
Schrader Bluff 0.011 0.012 0.011
Endicott @ 0.016 0.015 0.014
Badami 0.001 0.000 0.000
Alpine © 0.105 0.084 0.072
Fiord © 0.009 0.018 0.020
Nanuq ? 0.009 0.016 0.008
Oooguruk 0.000 0.000 0.013
Northstar 0.046 0.037 0.028
Total Alaska North Slope 0.740 0.731 0.701
increase/decrease from prior period (0.105) (0.009) (0.030)
% change from prior period -12.5% -1.2% -4.1%
Total Cook Inlet® 0.018 0.014 0.013
increase/decrease from prior period (0.000) (0.004) (0.001)
% change from prior period -1.3% -21.5% -7.1%
Total Alaska® 0.758 | 0.745 | 0.714
increase/decrease from prior period (0.106) (0.013) (0.031)
% change from prior period -12.2% -1.7% -4.2%
@ Includes NGLs @ Includes Eider and Sag Delta @ Includes Nanug-Kuparuk
# Includes West Niakulk ? Includes Qannik ® Percent change calculation may vary from calculation
® Includes Sag River © Includes Fiord- using production amounts due to rounding
Kuparuk
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Crude Oil Production

Forecast

Alaska North Slope crude oil produc-
tion peaked at 2.006 million barrels
per day in FY 1988 and has steadily
declined since. We anticipate volumes
will decline by 1.2% to about 0.731
million barrels per day in FY 2008. In
FY 2009 we project a 4.1% decrease
in North Slope production due to

our anticipation of increased planned
and unplanned maintenance on aging
facilities, flowlines, pipelines and wells.
To account for unforeseen produc-
tion interruptions slopewide, as well
as anticipated scheduled interruptions
attributed to renewal projects, we have
increased our estimates of downtime
versus the spring 2007 forecast for the
Greater Prudhoe Bay Area, the Greater
Kuparuk Area, the Milne Point Unit
and Endicott, depending on the field.

More discussion of this fall 2007 oil
production forecast can be found in
Section 4. Oil Revenue. A detailed
field-by-field production forecast is
included in the appendices of this
forecast.

Alaska’s Clear and
Equitable Share (ACES)

Tax Replaces Petroleum

Profits Tax (PPT)

One year after the implementation

of the Petroleum Profits Tax (PPT),
Governor Palin announced that a
special legislative session would be
held to review and, if necessary, adjust
the recently enacted tax. The an-
nouncement followed several federal
indictments in which current and
former state legislators were charged
with bribery and extortion relating to

the passage of the PPT. The special
session began in Juneau on October
18, 2007, and culminated in the pas-
sage of the Alaska Clear and Equitable
Share (ACES) tax thirty days later.

Like the PPT, the ACES tax is lev-

ied on the net value of oil and gas
production. The base tax rate under
ACES is 25% (it was 22.5% under
PPT) and the progressive surcharge
tax rate under ACES is 0.4% for every
dollar the net profit per barrel exceeds
$30 (it was 0.25% on profits exceed-
ing $40 per barrel under PPT). The
ACES system continues to authorize
credits for capital expenditures, explo-
ration costs, prior year investments
and small producer incentives, as the
PPT did, but there have been some
alterations to the rate and timing of
these credits.

The ACES tax also subjects legacy
fields Prudhoe Bay and Kuparuk to

a standard deduction for operating
expenditures. The standard deduction
amount is based on company-report-
ed 2006 operating expenditures with
a 3% per year inflation component.
The standard deduction provision
will sunset at the end of calendar year
2009, unless the legislature votes to
extend it.

As for administrative changes, the
ACES tax will require more thor-
ough reporting from companies.
Companies will be required to report
volumes and expenditures used to
calculate their estimated monthly
installments. On March 31st of each
year, companies will submit an annual
tax return that will “true-up” any

tax liabilities or overpayments made
throughout the year. Twice yearly,
companies will be required to provide
the Department of Revenue with their

best estimates of future oil production
and lease expenditures. These report-
ing requirements will greatly enhance
the department’s ability to forecast
expenditures and revenues from oil
and gas production.

Among other administrative changes,
ACES provides for a class of auditors
that will be exempt from the state
classified pay scale, and auditors will
have six years over which to complete
production tax audits. The depart-
ment expects that these two improve-
ments will enable the state to be more
thorough in its review of company-
reported expenditures.

The majority of the ACES tax is
retroactive to July 1, 2007, although
some provisions are retroactive to
the implementation of the PPT, on
April 1, 2006. Work on regulations
should begin during January 2008,
and the first ACES monthly estimated
payments are expected to be filed at
the end of February 2008. The first
annual filing and “true-up” of five
months difference between PPT and
ACES from July 1, 2007, through
December 31, 2007, will be due on
March 31, 2008.

Long-Term Unrestricted
Revenue OQutlook

Using the price, volume and lease
expenditure components developed for
this fall 2007 forecast, Figure 2-9 sum-
marizes the department’s forecast of total
General Purpose Unrestricted Revenue
through FY 2018.
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Figure 2-9. Total General Purpose Unrestricted Revenue, FY 2007 and Forecasted FY 2008-2018 ($ million)

Unrestricted Unrestricted Total
Fiscal Year Unrestricted Qil | Other Revenue Investment Unrestricted Percent. From
Revenue (except Federal & Oil
Investment) Revenue Revenue
2007 4,565.3 536.5 138.7 5,240.5 87%
2008 5,903.0 519.3 182.2 6,604.5 89%
2009 4,420.0 494.3 108.5 5,022.8 88%
2010 4,127.0 478.1 108.5 4,713.6 88%
2011 4,123.7 474.5 108.5 4,706.7 88%
2012 4,226.5 478.5 108.5 4,813.5 88%
2013 4,324.0 487.4 108.5 4,919.9 88%
2014 4,198.0 497.4 108.5 4,803.9 87%
2015 1,371.1 505.2 108.5 1,984.8 69%
2016 1,317.5 516.4 108.5 1,942.4 68%
2017 1,386.2 524.1 108.5 2,018.8 69%
2018 1,718.4 531.7 108.5 2,358.6 73%

Spending, Revenue
Forecast and the
Constitutional Budget
Reserve Fund

As approved by voters in 1990, all
receipts from oil and gas tax and roy-
alty settlements are deposited into the
Constitutional Budget Reserve Fund
(CBREF). The state has deposited about
$5.8 billion into the reserve fund, and
generated another $2.0 billion in invest-
ment earnings. Since the increase in

oil prices beginning in about 2003, no
CBRF withdrawals have been necessary
to balance the state’s budget. However,
given price volatility and the decline
expected in volumes from the North
Slope, the state may have to depend on

14 - Executive Summary

the CBREF in the future. Through Sep-
tember 30, 2007, approximately $5.2
billion had been borrowed from the
CBREF to balance the budget, leaving a
balance of approximately $2.7 billion.
According to the state constitution, the
$5.2 billion that was withdrawn must
be repaid to the CBRE.

Two figures are presented to help the
reader understand the time period in
which the CBRF would be depleted.
Figure 2-10(A) presents the case where
all surpluses are deposited in the CBRE

Figure 2-10(B) presents the case where
no surpluses are deposited in the CBRE
For example, using the DOR price and
revenue forecast and assuming the 2007
baseline General Fund appropriations
budget forecast, the CBRF would be
depleted by March 2018 if all budget
surpluses were deposited into the CBRF
(see Figure 2-10(A)). By contrast, if
none of the budget surpluses were
deposited into the CBRE the CBRF
would be depleted in April 2016 (see
Figure 2-10(B)).
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Figure 2-10 (A). CBRF Run-Out Date With Revenue Surpluses Deposited into CBRF®"

Annual State Budget | Fall 2007 Oil Fiscal Model of Oil Revenu(e$& CB{)RF Il’)e(;')formance at Selected Prices
(% change) Price Forecast® 35 pn | Per$6:"'e | 550 5
+6% Jun 2017 Oct 2011 Feb 2014 Nov 2019 Dec 2020 Dec 2020
+5% Jul 2017 Nov 2011 Mar 2014 Feb 2020 Dec 2020 Dec 2020
+4% Sep 2017 Nov 2011 Apr 2014 Apr 2020 Dec 2020 Dec 2020
+3% Oct 2017 Dec 2011 Jun 2014 Dec 2020 Dec 2020 Dec 2020
+2% Dec 2017 Jan 2012 Aug 2014 Dec 2020 Dec 2020 Dec 2020
+1% Jan 2018 Jan 2012 Jan 2015 Dec 2020 Dec 2020 Dec 2020
Baseline Fall Forecast Mar 2018 Feb 2012 Jun 2015 Dec 2020 Dec 2020 Dec 2020
-1% Apr2018 Mar 2012 Aug 2015 Dec 2020 Dec 2020 Dec 2020
2% Jun 2018 Apr 2012 Sep 2015 Dec 2020 Dec 2020 Dec 2020
-3% Aug 2018 May 2012 Oct 2015 Dec 2020 Dec 2020 Dec 2020
-4% Sep 2018 May 2012 Dec 2015 Dec 2020 Dec 2020 Dec 2020
-5% Nov 2018 Jun 2012 Jan 2016 Dec 2020 Dec 2020 Dec 2020
-6% Jan 2019 Jul 2012 Feb 2016 Dec 2020 Dec 2020 Dec 2020

Baseline Expenditure Forecast ($ million)
2008 | 2009 | 2010 | 2011 | 2012 | 2013 | 2014 | 2015 | 2016 | 2017 | 2018 | 2019 | 2020
$4,407 $4,520 $4731 $4,932 $5,063 $5198 $5326 $5458 $5.645 $5664 $5.866 $6,076 $6,294

) The figures in these tables do not include a December 2007 settlement in the amount of $379 million deposited into the Constitutional Budget
Reserve Fund that will significantly increase FY 2008 restricted oil revenue.

@ Fall 2007 forecasted ANS price projections are $71.65 per barrel in FY 2008, $66.32 per barrel in FY 2009, $63.40 per barrel in FY 2010, $64.75
per barrel in FY 2011, $66.35 per barrel in FY 2012, $67.45 per barrel in FY 2013, $68.55 for FY 2014 and $41.05 for FY 2015. For FY 2016-beyond
ANS prices are estimated to grow at 2.75%.

) Matrix allows reader to select specific fiscal year price (from FY 2010-beyond) to determine CBRF exhaustion date. Fall 2007 forecasted production
volumes are used. A date of Dec-2020 indicates that the CBRF does not run out during matrix timeframe.
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Figure 2-10 (B). CBRF Run-Out Date Without Excess Revenue Surpluses Deposited into CBRF®

Annual State Budget | Fall 2007 Oil Fiscal Model of Oil Revenu(e$& CIERF Il’)e(;')formance at Selected Prices
(% change) Price Forecast® 35 %50 | P er$6:rre | $30 $95
+6% Feb 2016 Aug 2011 Nov 2013 Apr 2017 Dec 2020 Dec 2020
+5% Feb 2016 Aug 2011 Dec 2013 May 2017 Dec 2020 Dec 2020
+4% Mar 2016 Sep 2011 Feb 2014 May 2017 Dec 2020 Dec 2020
+3% Mar 2016 Sep 2011 Mar 2014 Jun 2017 Dec 2020 Dec 2020
+2% Mar 2016 Oct 2011 Apr 2014 Jul 2017 Dec 2020 Dec 2020
+1% Apr 2016 Nov 2011 May 2014 Aug 2017 Dec 2020 Dec 2020
Baseline Fall Forecast Apr 2016 Nov 2011 Jun 2014 Oct 2017 Dec 2020 Dec 2020
-1% May 2016 Dec 2011 Sep 2014 Nov 2017 Dec 2020 Dec 2020
-2% May 2016 Jan 2012 Jan 2015 Dec 2017 Dec 2020 Dec 2020
-3% May 2016 Feb 2012 Jul 2015 Feb 2018 Dec 2020 Dec 2020
-4% Jun 2016 Feb 2012 Aug 2015 Mar 2018 Dec 2020 Dec 2020
-5% Jun 2016 Mar 2012 Sep 2015 May 2018 Dec 2020 Dec 2020
-6% Jun 2016 Apr 2012 Oct 2015 Jul 2018 Dec 2020 Dec 2020

Baseline Expenditure Forecast ($ million)

2008 | 2009 | 2010 | 2011 | 2012 [ 2013 | 2014 | 2015 | 2016 | 2017 | 2018 | 2019 | 2020

$4,407 $4,520 $4,731 $4,932 $5,063 $5,198 $5,326 $5,458 $5,645 $5,664 $5,866 $6,076 $6,294

@ The figures in these tables do not include a December 2007 settlement in the amount of $379 million deposited into the Constitutional Budget
Reserve Fund that will significantly increase FY 2008 restricted oil revenue.

@ Fall 2007 forecasted ANS price projections are $71.65 per barrel in FY 2008, $66.32 per barrel in FY 2009, $63.40 per barrel in FY 2010, $64.75
per barrel in FY 2011, $66.35 per barrel in FY 2012, $67.45 per barrel in FY 2013, $68.55 for FY 2014 and $41.05 for FY 2015. For FY 2016-beyond
ANS prices are estimated to grow at 2.75%.

® Matrix allows reader to select specific fiscal year price (from FY 2010-beyond) to determine CBRF exhaustion date. Fall 2007 forecasted production
volumes are used. A date of Dec-2020 indicates that the CBRF does not run out during matrix timeframe.
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3. Minerals

Introduction

Mining has been a part of Alaska’s
economy for more than 100 years.
Before the First World War, gold was
discovered in the Fortymile district
southeast of Fairbanks and around
Nome, Fairbanks and Juneau. Cop-
per was mined in the Copper River
valley beginning in 1905. Platinum
was discovered in southwestern Alaska
in 1926, and was commercially mined
until 1990.

Today, there are five large mines in
operation in Alaska: the Red Dog zinc
mine north of Kotzebue, the Greens
Creek silver mine near Juneau, the
Pogo and Fort Knox gold mines near
Fairbanks and the Usibelli coal mine
near Healy. Recent high metals prices
have inspired new exploration, devel-
opment and plans to open additional

large mines in Alaska. Figure 3-1 pres-
ents the location of the mines reviewed
in this section.

Low metals prices through the 1990s
and early 2000s kept mining industry
profits low. As a result, the state’s rev-
enues from mining, which are mostly
based on net income, were below $10
million until 2005. However, since
2005, rising metals prices have buoyed
net income and therefore state mining
revenues, with General Purpose Un-
restricted Revenue (GPUR) from the
corporate income tax, mining license
tax and coal royalties collected from
the mining industry reaching $151.6
million in fiscal year (FY) 2007. Figure
3-2 presents historical and forecast
prices for some of the metals that are
important to current or future mining

in Alaska. Figure 3-5 shows historical
and forecast state unrestricted revenues
from the mining corporate income tax,
license tax and coal royalties.

The total value of minerals in Alaska
reached a record high of $2.9 billion
in calendar year (CY) 2006. Although
gold mining has been the romantic
figurehead for the Alaskan mining
industry, the total value of gold mined
in 2006 ($344 million) was a distant
second behind the total value of zinc
($2.0 billion). Silver and lead were
worth $190 and $184 million, respec-
tively. Sand and gravel were worth $24
million, and coal and peat worth $49
million was mined in 2006.
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Figure 3-1. Current and Proposed Large Mines in Alaska

Source: Alaska Department of Natural Resources

Figure 3-2. Historical and Forecast Metals Prices in Real 2006 Dollars

$3,500 T -+ $40
—8—Gold $/0z, Left Scale History Forecast
——Copper $/100 Ibs Left Scale 4
——7i +
$3,000 - Zinc, $/ton Left Scale _ $35
—8—Molybdenum $/pound, Right Scale
\ T $30
$2,500 -
\ ) l T $25
$2,000 Zinc, $/ton, Left Scale -

/\x\ ll | ™
i N A
$1,500 e
T $15
Molybdenum, $/pound,
$1.000 4 Gold, $/Troy Ounce, Right Scale

“Left Scale
LOO-.-““—.—.—.“’ $10

$500 - Copper, $/100 Pound, — 1 ¢
W EeNS.
[ ~0—0—0—0—0—0—0—0"0—0—0—0—
$0 T T T T T T T T $0
1980 1985 1990 1995 2000 2005 2010 2015 2020

Sources: Metals prices from Bloomberg; Producer Price Index from the U.S. Bureau of Labor Statistics

18 - Minerals



www.tax.alaska.gov

Mining Revenues
State Mining Revenues

The mining industry provides revenues
to the state government in a variety of
ways. The majority of revenues come
from two taxes: the mining license

tax (Alaska’s severance tax on mineral
production) and the corporate income
tax. Alaska also receives revenues from
production royalties, annual claim rent-
als, payments in lieu of annual labor,
material sales, filing and application
fees, fines, penalties, and bond pool
payments.

The state’s tax and coal royalty rev-
enues from the mining industry have
increased from 0.2% of GPUR in

FY 2004, the first year of the recent
mining revenue uptrend, to 2.9%

of GPUR, or $151.6 million, in FY
2007. By FY 2017 our forecast calls
for mining revenue to amount to 5.5%
of GPUR. This increase in the relative
amount of revenue from the mining
industry is driven largely by forecasted
declines in GPUR from oil, rather than

by increases in mining revenue. The
GPUR portion of these three com-
ponents for FY 2007 is presented in
detail in Figure 3-3, and as a fraction of
GPUR in Figure 3-4.

Taxes

The vast majority of the state’s revenue
from the mining industry is generated
from the corporate income and min-
ing license taxes, with a small amount
coming from coal royalty and other
payments (see Figure 3-3).

Figure 3-3. FY 2007 General Purpose Unrestricted Tax and Royalty Revenues from Mining, ($ million)

Source: Alaska Department of Revenue

License Tax,
$79.1,52.1%

Coal
Royalties,
$1.3,0.9%

Mining
Corporate
Income Tax,
$71.3,47.0%

Mining
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Figure 3-4. FY 2007 Mining Industry Taxes and Coal Royalties as a Share of General Purpose Unrestricted Revenue

($ million)

Mining
Corporate

Income Tax,

$71.3,1.4%

Source: Alaska Department of Revenue

Corporate Income Tax

The mechanics of Alaska’s corporate
income tax are described in Section 5.
There are several features which, when
taken together, affect corporate tax
revenues from mining.

First, it is important to remember that
under combination and apportion-
ment, mining activity both inside and
outside Alaska can effect the Alaska tax.

Second, there are some favorable provi-

sions of the Internal Revenue Code
(IRC) that Alaska adopts by reference.

Mining companies can accelerate
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Mining License
Tax,
$79.1,1.5%

Non-Mining
GPUR,
$5,088.8, 97.1%

deductions by electing to expense 70%
of exploration and development costs
incurred during the tax year. The IRC
also provides for percentage depletion
that is based upon a percentage of gross
receipts and is unrelated to cost basis.
The IRC also allows net operating loss
carry forwards, whereby losses resulting
from low mineral prices and/or acceler-
ated deductions, can be carried forward
to offset income in profitable years.

In our view, the favorable tax provi-
sions of the IRC, coupled with mineral

Coal Royalties,
$1.3,0.0%

price fluctuations, has made mining
an erratic source of corporate income
tax revenue. Since FY 2003, revenue
has risen from a low of $0.2 million to
$71.3 million in FY 2007. With the
development of additional large mines
in Alaska, the corporate income tax
should remain an important source of
mining revenue. In FY 2017, revenues
are forecast to reach $46.9 million (see
figure 3-5). The corporate income tax
forecast is presented in Section 5.



Mining License Tax

Alaska's severance tax on mining, the
mining license tax, is based on the

net income of all mining property in
Alaska, whether it is on state land or
not. New mining operations, except for
sand and gravel operations, are exempt
from this tax for the first three and a
half years after production begins. The
tax rates are scaled from 0% to 7%
depending on net income, with the 7%
rate applying to all net income over
$100,000. In recent years, revenue from

this tax has risen from $0.4 million in
FY 2003 to $79.1 million in FY 2007.
In 2017, revenues from this tax are
forecast to be $62.5 million. Revenues
will be lower than current amounts due
to lower metals prices, partially offset
by new mines subject to the tax. Figure
3-5 presents historical and forecast
revenue from the corporate income tax
and other mining revenue sources.

The mining license tax forecast is pre-
sented in Section 5.

Figure 3-5. Historical and Forecasted General Purpose Unrestricted Revenues from Mining Taxes and Coal
Royalties, by Source ($ million)
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Tax Forecasting

Methodology

Corporate Income Tax

The corporate income tax is based on
the share of U.S. net income that is
apportioned to Alaska based on the
share of a company’s property, payroll
and sales that are in the state. Net
income is influenced by many factors,
primarily metals prices and general
corporate profitability. For the mining
industry share of corporate income tax,
we model the industry as a whole. Our
regression model predicts mining in-
dustry corporate income taxes using the
statistical relationship between tax pay-
ments, U.S. corporate profits and zinc
prices. U.S. corporate profits are used
as an indicator of overall profitability in
the economy, and zinc prices are used
because zinc is the largest component
of the value of minerals mined in the
state, making up more than half the
value of Alaska minerals production.

As recently as FY 2005, the forecast

of corporate income tax was based

on judgment. Our current model is

far more objective, and allows us to
incorporate statistical relationships and
relevant data.

Mining License Tax

The mining license tax is based on the
net income for individual mines. Prof-
its are influenced by factors including
production, minerals prices and mining
costs. The tax is modeled by construct-
ing models for each major mine, and
aggregating the results. This bottom-up
approach is a consequence of the struc-
ture of the mining license tax, which is
based on the profitability of each mine,
rather than company-wide profits. For
each major mine with a history of min-
ing license tax payments, we construct
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a regression model which projects min-
ing license tax liabilities based on the
price and production of the primary
mineral produced by that mine. Any
foreseeable changes in production are

included.

For major mines which do not have
sufficient history of mining license

tax payments to construct a regres-

sion model, we use publicly available
production, operating and capital cost
data to construct a simple model. These
simple models estimate taxable income
by multiplying the net profit per unit
by the number of units produced, al-
lowing for depreciation:

(Mineral price per unit - operating
cost per unit) x number of units pro-
duced - depreciation = taxable income.

The statutory tax rates are then applied
to the estimated taxable income to

give an estimate of mining license tax
revenues from that mine. This method
is the most feasible approach to model-
ing in the absence of historical tax data.
Objective, statistical based modeling

is relatively new for the mining license
tax, and we continue to work to im-
prove our models for this tax.

Major Tax Forecasting Assump-
tions

Metals Prices - Our metals price as-
sumptions are based on a weighted
average of industry analyst forecasts
and metals futures market prices. Our
current assumptions call for future real
metals prices which are at or above
their long term averages, but below
current levels. Our long term zinc price
assumption is $1,990 per ton, in real

2006 dollars. Our long term gold price
assumption is $630 per troy ounce in
real 2006 dollars. See Figure 3-2 for a
graphical representation of historical
prices and future metal price assump-
tions. The assumption that future met-
als prices will be higher than historical
averages, but below current levels, is the
primary driver for higher state revenue.

Metals Production - Assumptions are
based on current production levels
from publically available informa-
tion, such as company presentations
and annual reports, news releases and
information from the Department of
Natural Resources (DNR) and the
Department of Commerce, Com-
munity and Economic Development
(DCCED). Our production assump-
tions call for generally steady minerals
production at currently producing
mines with some mines starting or
ending production as described in the
“Industry Overview” section beginning
on page 25.

Tax Summary

The state’s largest revenue sources from
mining are the corporate income tax
and the mining license tax. Together,
these tax types, both based on defini-
tions of net income, account for over
95% of state revenues from the mining
industry. Continued high metals prices
compared to historical averages lead

us to believe the state will continue to
receive significant revenue from the
mining industry.



Non-Tax Revenues

Production Royalty - Under AS
38.05.212, Alaska charges a production
royalty on mining operations con-
ducted on state lands. The production
royalty is calculated as three percent of
net income as determined under the
mining license tax (AS 43.65). To date,
few significant mines are operating

on state land. The amounts discussed
here include only coal royalties, and do
not include production royalties from
small mines, which are aggregated into
the Other Non-Petroleum Rents and
Royalties category in Section 5 of this
forecast. Coal royalties have fluctu-
ated between $1.1 and $1.3 million
over the last four years. By 2017, coal
royalties are forecast to be $1.5 million
(see Figure 3-5). The new Pogo mine
is located on state land, as are some
potential mines, such as the Pebble
mine. As a result, state revenues from
royalties could increase dramatically in
the future.

The Alaska constitution requires that
at least 25% of total minerals royal-
ties be deposited into the Permanent
Fund, with another 0.5% deposited
into the Public School Trust Fund.
The amounts discussed in this section
include only the portion of coal royal-
ties which goes to the General Fund
and are available for general appropria-
tion. The total coal royalties received by
the state are therefore higher than the
amounts presented in this section.

The following revenue components are
not reported separately in this forecast,
and are aggregated under the categories
of Charges for Services, Licenses and
Permits or Rents and Royalties in Sec-
tion 5.

Claim Rental - AS 38.05.211
requires the holder of a mining
claim, leasehold location, prospect-
ing site, or mining lease on state
lands (including tide or submerged
lands) to pay, in advance, a rental
payment for the right to continue
to hold their claim. The rental
amount for a prospecting site is
fixed at $200 for the two-year term
of the site. Annual rental for a
mining claim, leasehold location,
or mining lease are based on the
number of years since it was first
located. The amount reported for
CY 2006 by DNR was $3.5 mil-

lion.

Payment in Lieu of Annual Labor

- AS 38.05.210 requires that labor
will be performed or improvements
made annually for the benefit or
development of each mining claim,
leasehold location, and mining
lease on state land with few excep-
tions. Mine owners are allowed to
make payments to the state in lieu
of these obligations. The minimum
amount of labor required to be
expended for each mining claim

or leasehold location is $100 per
40-acre claim or $400 per 160-acre
claim. The amount reported for CY
2006 by DNR was $0.2 million.

Material Sales - AS 38.05.110-120
allow for material sales on state
lands that are not applied for
through the location system for
mining claims. Materials such as
sand, gravel, riprap, rock, lime-
stone, slate, peat and other sub-
stances are measured and sold in
cubic yards. Mines may sometimes
need to purchase these materi-

® Alaska’s Mineral Industry 20006, Special Report 61, Table 27 page 54

als from the state, making this a
small source of state revenue from
the mining industry. The amount
reported for CY 2006 by DNR
was $1.8 million, including Mental
Health Trust sales.

e Miscellaneous Fees - There are nu-
merous other fees paid by mining
companies to the state throughout
the life of a mine. They include
filing fees, surface application fees,
bond pool payments, fines and
penalties, annual placer mining
application fees and others. The
amount reported for CY 2006 by
DNR was $0.1 million.

Local Mining Revenues

In addition to state government
revenue, local governments in Alaska
which have mines operating within
their borders receive revenue from
them. In 2006, local governments
received a total of $14.4 million from
the mining industry.” These revenues
primarily come from property taxes
and sales taxes.

Mines located in the unorganized
borough, such as the Pogo mine in the
Southeast Fairbanks Census Area, pay
no taxes to local governments, but they
provide employment in areas which
traditionally have had high unemploy-
ment rates, and may provide infrastruc-
ture such as roads and airstrips.
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State Tax Revenues, Company
Profitability and Metal Prices
The state's revenues from the mining
industry are dominated by taxes: the
mining license tax and the corporate
income tax, both based on definitions
of net income. Therefore, the state's
revenue from mining rises as the min-
ing industry's profits rise.

Figure 3-6 shows how the state's tax
revenues have fluctuated with the
value of metals production. There has
been a 330-fold increase from the low
of $0.1 million in 2002 to the high

of $150.4 million in 2006, while the
value of metals production less than
tripled. State tax revenue increased far
faster than metals values over that time

period because many mines in the state,
and mining companies in general, went
from being unprofitable or marginally
profitable to being quite profitable, as
evidenced by publicly available com-
pany reports and financial statements.
Since the corporate income and mining
license taxes are based on net income,
the state has enjoyed a rapid rise in tax
revenues from the mining industry.

Although the state's tax revenue may
continue to increase if the value of
metals production increases, the recent
high rate of increase likely will not con-
tinue. Since most mines and mining
companies are now solidly profitable,
the relation between production value
and state tax revenue should be more

Figure 3-6. State Mining Tax Revenue and Mineral Values ($ million)

linear in the future, provided metals
prices remain above their historic levels.
It is worth noting that since the mining
license tax and corporate income tax
are based on net income, increases in
mining costs could lead to lower tax
revenues, even if prices remain high.

Our current tax revenue forecast calls
for revenues to decline somewhat in
the middle of the next decade for two
reasons: first, forecast metals prices are
somewhat lower than current lofty lev-
els, and second, two large mines, Fort
Knox and Pogo, are projected to end
operations. Even with these factors, the
forecast calls for mining tax revenues to
remain far above their historic levels.
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Industry Overview

The mines surveyed here are those
listed by the Large Mines group of the
DNR. Figure 3-1 shows the loca-
tions of these large mines. There are
also many small mines in operation in
Alaska. However, our forecast focuses
on the larger mines as they contribute
most to the state’s mining industry
revenue.

The large mines covered in this section
are presented in three groups: mines
currently in operation, mines under
development and mines in the explora-
tion phase, which may be developed in
the future.

We present the resources of the mines
discussed in this section, since we
believe that resources give the best in-
dicator of the volumes that will eventu-
ally be extracted. There is a hierarchy
of resources, with “reserves” being most
certain and “inferred resources” the
most tenuous. Reserves are legally and
economically minable, with permits in
place and a reasonable plan for mining.
Measured, indicated and inferred re-
serves are increasingly speculative: they
may not have permits in place, may
not be economically extractable, and
the exploratory work is increasingly in-
complete. As mine operations progress,
the operator continues exploration and
permitting efforts, and it is expected
that some or all of their inferred re-
sources will eventually become minable
reserves. The resources presented here
are inferred resources, unless otherwise
indicated.

Mines Currently in Operation

In 2006, Alaska’s metals and coal mines
produced minerals worth $2.86 billion,
according to DNR.? More than 95%

of this came from the major mines.

*  Fort Knox/True North - Fort Knox
and True North gold mines in the
Fairbanks North Star Borough pro-
duced a total of 0.33 million troy
ounces in 2006. The gold claims
are on land belonging to sev-
eral owners, including the Alaska
Mental Health Trust Authority, a
component of the state. The mines
have resources amounting to 1.6
million troy ounces. The Fort Knox
mine is currently expected to close
in 2014, although recent discover-
ies there may extend that by as
much as four years.

¢ Greens Creek - Greens Creek mine
is located on the North tip of
Admiralty Island, in the City and
Borough of Juneau. The mineral
claims are on Federal land, so the
state receives no royalty payments
from this mine. In 2005, the mine
produced 8.9 million troy ounces
of silver, 0.063 million troy ounces
of gold, 0.059 million tons of zinc
and 0.021 million tons of lead. The
mine’s resources are 42.8 million
troy ounces of silver, 0.35 milion
troy ounces of gold, 0.31 million
tons of zinc and 0.02 million tons
of lead. The Greens Creek mine
is currently expected to remain in
operation for another 13 years,
through 2020.

Nixon Fork® - Nixon Fork mine
is located in the Yukon Koyukuk
Census Area, 32 miles north of
McGrath. The mine operated from
1918 through 1964, and from
1995 through 1999. Resources
amount to 0.16 million troy ounc-
es of gold. It resumed production
in 2007. With anticipated produc-
tion of 0.044 million ounces per
year, and reserves of 0.19 million
troy ounces, the mine life is ex-
pected to be three to five years.

Pogo - Pogo mine, in the South-
east Fairbanks Census Area, is 145
miles Southeast of Fairbanks. The
mineral claims are on state land,
and the mine can be expected to
pay royalties to the state, assum-
ing that it is profitable. Pogo is a
gold mine, which produced 0.045
million troy ounces in 2006. Its
resources are 4.0 million troy
ounces of gold. The Pogo mine
began production in 2006, and is
currently in the three and a half
year mining license tax exemption
period. It will begin paying mining
license tax in 2010, assuming that
it is profitable. The Pogo mine is
currently expected to remain in
operation through 2016.

Red Dog - Red Dog mine is in the
Northwest Arctic Borough, north
of Kotzebue. The mineral claims
are on land owned by the NANA
Corporation, so the state receives
no royalties from this mine. Red
Dog’s production in 2006 was

@ Alaska’s Mineral Industry 2006: a Summary, D.]. Szumigala and R.A. Hughes, Information Circular 54, Division of Geological

and Geophysical Surveys, March 2007.

@ Nixon Fork is not included in the list of operating mines at the beginning of the chapter due to a temporary halt in production.
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0.62 million tons of zinc and 0.13
million tons of lead. The mine’s
resources are 10.3 million tons of
zinc and 3.0 million tons of lead,
distributed across several adjacent
ore bodies. Our forecast assumes
that the mine owner will overcome
some recent permitting problems
and will be able to mine the
adjacent ore bodies as the existing
ore body is exhausted. The mine
is expected to remain in operation
through 2028.

e Usibelli - Usibelli coal mine is
located near Healy, just north
of the Alaska Range. The coal
claims are on land held by Usibelli
Coal Mine, Inc. The mine’s 2006
production was 1.4 million tons
of coal, and its resources are 250
million tons. Usibelli is expected
to remain in operation throughout
the forecast period.

In CY 20006, the large mines operating
in Alaska produced 0.67 millions tons
of zinc, 0.16 million tons of lead, 1.4
million tons of coal, 8.9 million troy
ounces of silver, and 0.49 million troy
ounces of gold. The inferred reserves,
some or all of which will eventually
be mined, include 10.6 million tons
of zinc, 1.7 million tons of lead, 250
million tons of coal, 82 million troy
ounces of silver, and 6.2 million troy
ounces of gold.

Mines Under Development

Mines under development are not yet
producing, but activity has proceeded
beyond the exploration phase and
significant investments are taking place
for future production. These mines
typically have an estimated date for ini-
tial production, and have some or all of
their permits in place. Of these mines,
only the Kensington and Rock Creek

mines are included in our current rev-
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enue forecast. The Chuitna coal mine
is not included because reliable data
necessary for modeling is not available.

The resource amounts provided are
the “inferred resources,” some or all of
which may become minable reserves.

e Chuitna — The Chuitna coal mine
project is located in the Kenai Pen-
insula Borough, on the west side
of Cook Inlet. The mineral claims
are on land owned by several enti-
ties, including the state. PacRim
Coal, the developer, has stated that
the mine could produce three to
twelve million tons of coal per year
over the 25 year projected life of
the mine. There is no definite date
for production to begin. The mine
currently has resources of 300 mil-
lion tons of coal. The mine faces
opposition from environmental
groups. If successfully developed,
the Chuitna coal mine will at least
double Alaska’s coal production, and
might increase it by a factor of ten.

*  Kensington - Kensington mine is
located on the north side of Bern-
ers Bay, in the City and Borough
of Juneau. The mine has resources
of one million troy ounces of gold.
Development work is complete,
but the mine has been prevented
from opening by a court decision
which held that its tailings disposal
permit was illegal. A new tailings
plan has been negotiated between
the developer, Coeur Alaska, and
environmental groups that op-
posed the original plan. The mine
should be able to begin production
if the new tailings disposal plan
is legally permitted. Our forecast
assumes that Kensington will begin
production in 2008 with an output
of 0.1 million troy ounces per year,
a significant addition to Alaska’s
current gold production.

*  Rock Creek - The Rock Creek
project includes the Rock Creek,
Nome Gold and Big Hurrah de-
posits, three open pit gold opera-
tions near Nome. The project is
in development, with production
slated for 2008, with anticipated
annual production of 0.1 million
troy ounces. The nearby Nome
Gold and Big Hurrah deposits are
still in the exploration phase but
should eventually contribute to the
Rock Creek project. Resources for
the three properties total 2.6 mil-
lion troy ounces.

The projected annual production

of these under development mines
includes at least 3 million tons of coal
and 0.2 million troy ounces of gold.
The “inferred reserves” of these devel-
oping mines, some or all of which may
eventually be mined, include 300 mil-
lion tons of coal and 3.6 million troy
ounces of gold.

Mines in Exploration Phase

Mines in the proposal or exploration
stages are indefinite, because their re-
sources are not well-defined. Because of
the speculative nature of mines in this
category, none of them are included in
our revenue forecasts.

The resources presented are “inferred
resources,” some or all of which may be

produced.
¢ Donlin Creek - The Donlin Creek

mine is in the Bethel Census Area
on land owned by the Calista and
Kuskokwim Native Corporations.
It would be one of a few mines in
the world which produce more
than one million troy ounces of
gold per year. This would nearly
triple Alaska’s current gold produc-
tion, and could result in signifi-
cant additional tax revenues for
the state. The mine is currently
estimated to have 20 million troy



ounces of resources. The latest
publically released timeline calls for
development to begin in 2010, and
for production to start as early as
2012. The mine life is expected to
be 22 years.

* Niblack - Niblack mine is a copper,
zing, silver and gold prospect on
Prince of Wales Island. The com-
pany is currently driving tunnels to
enable exploratory drilling. Cur-
rent resources include 0.25 million
troy ounces of gold, 3.3 million
troy ounces of silver, 0.048 million
tons of copper and 0.090 million
tons of zinc.

*  Debble - The largest project in
this category is the Pebble mine,
which has the potential to be one
of the largest copper and molybde-
num mines in the world. Its gold
reserves could make it one of the
largest gold producers in Alaska.
The owners of this mine, Northern
Dynasty Minerals and Anglo-
American, are nearing the end of
their exploration phase. They have
plans to build a combined above
and underground mine which
would extract 0.22 million tons of
ore per day. The potential lifespan
of the mine is at least 30 years, and
potentially far longer. Northern
Dynasty’s latest publically released
timeline calls for development to
begin in 2011 and production to
begin in 2014. It is anticipated
that the owners will produce an
updated plan for development in
2008 or 2009, following the con-
clusion of exploration and analysis
of the results. The current resource
estimates are 30.1 million tons of
copper, 0.5 million tons of molyb-
denum, and 71 million troy ounces

of gold.

There are also at least two other
potential large mines in Alaska which
have not yet progressed far enough to
begin the permitting process which
has brought the others mentioned here
to the attention of DNR. The Ambler
project, northeast of Kotzebue in the
southern edge of the Brooks Range, has
resources of 0.8 million troy ounces of
gold, 64 million troy ounces of silver,
1.6 million tons of copper, 2.2 million
tons of zinc and 0.3 million tons of
lead. Exploration continues, and there
is not yet any timeline for develop-
ment. The Shotgun project, south of
Donlin Creek in southwest Alaska, has
resources of 0.98 million troy ounces

of gold.

The resources of these mines in the
exploration phase include 2.3 million
tons of zinc, 0.5 million tons molybde-
num, 67.3 million troy ounces of silver,
and 91.8 million troy ounces of gold.

If both Pebble and Donlin Creek mines
are developed successfully, they would
increase Alaska’s gold reserves ten-fold.
The Pebble mine alone could increase
the value of mineral production in the
state by about two thirds.

Alaska’s Mineral

Potential

The Fraser Institute conducts an annual
survey of approximately 3,000 compa-
nies in the mining industry, and uses
the data to assess the manner in which
mineral potential and public policy
affect exploration investment. Based
on the results of the survey, the Fraser
Institute then ranks 65 countries, states
and provinces around the world based
on their attractiveness to mining explo-
ration companies. The most recent sur-

vey, “Annual Survey of Mining Com-
panies 2006/2007,”® was published in
March 2007. Results presented in this
section are from that survey.

The Fraser Institute ranks Alaska’s pub-
lic policy slightly above the median of
the jurisdictions covered in the survey.
This puts us in good company: our close
neighbors in this ranking include Swe-
den, South Dakota and Mexico. The
most attractive jurisdictions worldwide
are Manitoba, Alberta and Nevada.
Bolivia, Venezuela and Zimbabwe are
the least attractive jurisdictions in the
world, according to the Fraser Institute
survey. Mineral potential puts Bolivia
26th, Venezuela 46th and Zimbabwe
62nd in the Fraser Institute ranking.
However, political uncertainty and the
threat of nationalization drag Bolivia
and Venezuela down to 63rd and 64th
respectively in the overall ranking, and
Zimbabwe to the lowest ranking in the
overall ranking at 65th place.

The Fraser Institute survey finds Alas-
ka’s mineral potential to be excellent.
The survey found that, under optimal
regulatory conditions for the mining
industry and in the absence of land use
restrictions, Alaska’s mineral potential
would make it the third most attrac-
tive jurisdiction in the world, behind
only Canada’s Northwest Territories
and Brazil. Under our current regula-
tory environment and with our current
land use restrictions, Alaska is the tenth
most attractive jurisdiction out of 65.

Some survey respondents expressed
concern over Alaska’s environmental
regulations, lack of infrastructure, and
the uncertainty over which areas will
be protected as wilderness or parks. At
least 20% of the companies surveyed
indicated that each of these problems
would deter them from investing in

“The “Annual Survey of Mining Companies 2006/2007” can be found at http://www.fraserinstitute.org/ COMMERCE.WEB/

product_files/Mining06rv2.pdf.
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Alaska. Alaska’s strong points include
political stability, security, labor and
taxation, with less than 10% of the
respondents saying that these issues
would deter them from investing.

Alaska’s current regulatory climate and
tax laws are not a deterrent to invest-
ment for most of the Fraser Institute
survey respondents, and Alaska’s min-
eral potential makes it one of the most
attractive jurisdictions in the world in
which to invest.

Conclusions

Alaska has five large mines in operation
which, in 2006, extracted 0.67 million
tons of zinc, 0.16 million tons of lead,
1.4 million tons of coal, 8.9 million
troy ounces of silver, and 0.44 million
troy ounces of gold worth approximate-
ly $2.7 billion. Adding smaller mines,
total minerals production value in

Alaska was about $2.9 billion in 2006.

There are currently three large mines

in the development phase, which, if
brought into production, would add
significantly to Alaska’s mineral re-
sources, and could add to the state’s
mining revenue. These are the Kensing-
ton gold mine near Juneau, the Rock
Creek gold mine near Nome, and the
Chuitna coal mine near Cook Inlet.

There are several large mines in the
exploration phase. These include two
world class mines, Pebble and Donlin
Creek. The Pebble Mine could be the
largest mine in the state, and one of the
largest in the world. Pebble is located
on state land and would pay royalties
to the state. The Donlin Creek mine
could nearly triple the amount of gold
mined in the state, and the Pebble
mine has the potential to increase the
value of Alaska’s mineral production by
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about two thirds.

According to the Fraser Institute sur-
vey, Alaska’s public policies and min-
eral potential make it one of the most
attractive jurisdictions in the world for
mining industry investment. Even so,
the timing of any eventual production
from mines in the development and
exploration stages is uncertain, as is
shown by the case of the Kensington
mine, which would be in operation to-
day if not for its permitting problems.
The timing of revenue from new mines
is even more uncertain because the
potential for loss carry forwards, which
means that the starting date for corpo-
rate income tax revenue may be years
later than the beginning of operations.

Our current forecast calls for state
revenue from mining to decrease some-
what in the near future as minerals
prices decrease. We expect state revenue
from mining to begin to rise by 2012,
and reach $110.9 million by FY 2017,
still below the current high of $151.6
million. We currently forecast that
GPUR from mining will reach 5.5% of
total GPUR in FY 2017, up from 2.9%
in FY 2007.

The number of large mines in devel-
opment and in exploration, and the
substantial resources which might be
developed, show that mining could

be an increasingly important source

of revenue for Alaska. Our current
forecast does not include any revenue
from the world-class mines currently in
the exploration stage. Between mines
currently operating and new mines in
development and exploration, Alaska’s
mining industry could provide a mean-
ingful revenue cushion to help the state
withstand forecasts for dwindling oil
production and falling oil prices.



4. Oil Revenue

Figure 4-1. FY 2007 Oil Revenue $5.2 billion

$13 -

Investment $3.9 billion

Federal $2.0 billion

Other (except Federal & Investment)
$1.2 billion

Oil $5.2 billion

Unrestricted $4.6 billion
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Figure 4-2. Total Oil Revenue, FY 2007 and Forecasted FY 2008-2009 ($ million)®

Oil Revenue History Forecast

FY 2007 FY 2008 FY 2009

Unrestricted

Property Tax 65.6 53.5 52.4
Petroleum Corporate Income Tax 594.4 598.9 594.6
Production Tax 2,292.3 3,404.3 2,201.2
Royalties (including Bonuses, Rents & Interest) 1,613.0 1,846.3 1,571.9
Subtotal 4,565.3 5,903.0 4,420.0
Increase/Decrease from Prior Period 866.1 1,337.7 (1,483.0)
% Change from Prior Period 23.4% 29.3% -25.1%
Restricted

Royalties to Permanent Fund & School Fund 545.7 629.6 537.6
Tax Settlements to CBRF ® 113.6 20.0 20.0
NPR-A Royalties, Rents & Bonuses 12.8 5.2 5.1
Subtotal 672.1 654.8 562.6
Increase/Decrease from Prior Period 12.4 (17.3) (92.2)
% Change from Prior Period 1.9% -2.6% -14.1%
Total Oil Revenue 5,237.4 6,557.8 4,982.7
Increase/Decrease from Prior Period 878.5 1,320.4 (1,575.1)
% Change from Prior Period 20.2% 25.2% -24.0%

" The figures in these tables do not include a December 2007 settlement in the amount of $379 million deposited into the Constitutional Budget
Reserve Fund that will significantly increase FY 2008 restricted oil revenue.

30 - Oil Revenue



www.tax.alaska.gov

General Discussion

The state receives oil and gas revenue
from four sources: oil and gas produc-
tion tax, property tax, royalties and
corporate income tax. The bulk of the
revenue goes into the General Fund for
general purpose spending. Of the royal-
ties, 25% goes into the principal of

the Alaska Permanent Fund and 0.5%
goes into the Public School Trust Fund.
There also are two other funds that
receive specific oil and gas revenues:
the National Petroleum Reserve-Alaska
(NPR-A) Fund,”’ which receives the

state’s share of all lease bonuses from

sales in the NPR-A; and the Constitu-
tional Budget Reserve Fund (CBRF),
which receives settlements of tax and
royalty disputes between the state and
oil and gas producers.

Figure 4-2 presents the actual amount
of oil revenue by source for FY 2007.
As can be seen from the figure, royalties
and the production tax constitute the
largest part—about 85%—of restricted
and unrestricted oil revenue combined.
Figure 4-3 shows the department’s
unrestricted oil revenue forecast from
the current fiscal year through FY 2017

by revenue category. This section begins
with a discussion of these two revenue
sources, both of which are driven by
price and volume, and to a lesser extent
lease expenditures. We then review the
price forecasting methodology that
underlies this biannual report, and dis-
cuss the linkage between market prices
and wellhead values. We also review
our production forecast, and close this
section with a discussion of oil and gas
property taxes, oil and gas corporate in-
come taxes and the restricted portions
of oil revenue.

) This fund implements a federal requirement that the state use its share of NPR-A oil revenue to satisfy the need of local communities most affected by
development in the NPR-A. For detailed information on this fund, see Section XII-P of Treasury’s Investment Policies and Procedure Manual.
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Unrestricted Oil Revenue

Figure 4-3. Unrestricted Oil Revenue, FY 2007 and Forecasted FY 2008-2017 ($ million)

Fiscal Year 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017
Property Tax 65.6 53.5 52.4 51.2 50.0 48.8 47.6 46.5 45.4 44.2 43.1
Pewroleum Corpo- | 504 4 | 5989 | 594.6 | 559.0 | 549.8 | 5609 | 570.0 | 577.1 | 336.1 | 3442 | 3514
rate Income Tax
Production Tax | 2,292.3 | 3,404.3 | 2,201.2 | 1,998.6 | 2,015.0 | 2,106.3 | 2,193.3 | 2,071.0 | 149.7 | 91.0 | 156.8
Royalties-Net © | 1,613.0| 1,846.3 | 1,571.9| 1,518.2 | 1,508.9 | 1,510.5 | 1,513.1 | 1,503.4 | 840.0 | 838.0 | 834.9
Total Oil Revenues | 4,565.3 | 5,903.0 | 4,420.0 | 4,127.0 | 4,123.7 | 4,226.5 | 4,324.0 | 4,198.0 |1,371.1 |1,317.5 | 1,386.2
Increase/ Decrease
b orior Poving | 866.1 [1,337.7 |(1483.0)| (293.1) | (3.3) | 102.8 | 97.6 | (126.0) |(2826.9)| (53.7) | 68.7
;?.Changef“’m 23.4% | 29.3% | -25.1% | -6.6% | -0.1% | 2.5% | 2.3% | -2.9% |-67.3% | -3.9% | 5.2%
rior Period

M Includes bonuses and interest

Crude Oil and Natural

Gas Production Taxes

(PPT), had been in place for one year
prior to the passage of ACES. ACES is

The New Petroleum Tax
Titled “Alaska’s Clear and

All oil and gas production in Alaska,
except the federal and state royalty

share and a small amount used for
production, is subject to the state’s
production tax, and to the hazardous
release surcharge, which is levied only
on crude oil. Taxes and surcharges are
collected on a monthly basis.

Equitable Share” (ACES)

In November 2007, the Alaska Legisla-
ture passed the Alaska’s Clear and Eq-
uitable Share production tax (ACES),
which made changes to the state’s
production tax system, retroactive to
July 1, 2007. The previous production
tax, entitled the Petroleum Profits Tax

Figure 4-4. ACES Tax Liability Calculation

very similar to the PPT where both are
based on net income (see Figure 4-4).
For more than 20 years prior to the
enactment of the PPT, the state used a
production tax system that was based
on the gross value at the point of pro-
duction as adjusted by the Economic
Limit Factor (ELF).

* spread over two years

ACES Tax Liability = [(Value — Costs) * Tax Rate] — Credits

The terms used in the equation are defined as follows:

Value = Volume of Oil and Gas Produced x Wellhead Value

Costs = Operating Expenditures + Capital Expenditures

Tax Rate = 25% + 0.4% for every $1 per barrel that this “net income” exceeds $30
Credits = (20% x Capital Expenditures)* + (20% x Eligible Transition Expenditures)** + Base Allowance

**Limited to those credits earned while the PPT was in effect and could not be used
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The ACES tax calculation starts with
the value at the point of production,
and then subtracts upstream costs from
this value to arrive at the “production
tax value.” Each company that pro-
duces oil in Alaska has a production tax
value based on this calculation, which
is a term very similar in concept to a
company’s net income. The production
tax value is multiplied by the ACES tax
rate—25%—to arrive at the base tax.
Should the production tax value exceed
$30 per barrel of oil produced (or the
equivalent in gas), the tax rate increases
0.4% for every dollar the per-barrel
production tax value is over $30. At
$92.50 the progressive factor changes
to 0.1% for every additional dollar of
profit on a barrel of oil. The maximum
total tax rate is 75%.

A company’s ACES liability is also
reduced to the extent that it invests in
equipment, projects, or other items
that are deemed “capital expenditures.”
Capital expenditures generally include
costs related to the purchase of drill rigs
or other equipment, infrastructure, ex-
ploration, and facility expansion. These
costs, which are capitalized on com-
pany financial statements, are immedi-
ately expensed under ACES to arrive at
the production tax value. Capital costs
are eligible for a 20% credit against

the company’s ACES liability, but they
must be spread over two years. The
legislature specifically disallowed capital
expenses of $0.30 per barrel under
ACES.

The 20% capital expenditure credit is
intended to encourage re-investment in

Alaska.

One other significant credit rounds out
the ACES plan: A base allowance credit
of up to $12 million per year, granted

to companies that qualify for the credit.

To paint a “broad brush” picture, both
ACES and PPT are similar in that both
are based on net income. ACES has a
higher base tax rate than PPT, as well
as a steeper increase in the progressive
surcharge—the tax that increases as

the net income per barrel increases. In
addition, the “trigger” price at which
the progressive surcharge is activated
under ACES is lower than the trigger
price under PPT. Thus, under ACES
the tax rate begins increasing at a lower
net income per barrel than under PPT.
The higher base tax rate combined with
the higher progressive surcharge rate
calculates to a higher maximum tax rate
than under the PPT, at 75% for ACES
and 47.5% for PPT.

With regard to lease expenditures and
transportation charges, ACES has more
stringent definitions of “reasonable”
lease expenditures than PPT. ACES
requires a standard deduction for
Prudhoe Bay and Kuparuk operating
expenditures that is equal to the operat-
ing expenditures claimed on 2006

tax returns, increasing at a rate of 3%
per year.”) ACES also does not allow
expenditures for costs associated with
unplanned downtime.

With regard to credits, ACES limits
Transition Investment Expenditures
(TIE) credits to those companies that,
as of December 31, 2007, had no pro-
duction against which to apply credits
earned for capital expenditures made
between April 1, 2006 and December
31, 2007. Both ACES and PPT have
credits for 20% of qualified capital
expenditures, but ACES allocates the
credits over a two-year period, whereas
PPT allowed the full use of the credits

in the years they were earned.

A direct comparison of ACES and PPT

is shown in Figure 4-5. In a year when

the price of Alaska North Slope crude
sold on the West Coast (ANS WC) is
above $25 per barrel, ACES will gener-
ate more production tax revenue for
the state than PPT due to a higher base
tax rate, steeper progressivity, limited
credits and new limitations on lease
expenditures.

Hazardous Release Surcharge

The Oil and Hazardous Substance
Release Prevention and Response Fund
was created by the legislature in 1986
to provide a “readily available fund-

ing source to investigate, contain, and
clean up oil and hazardous releases.” An
amendment in 1994 divided the fund
into two separate accounts comprised
of: (1) the Response Account which re-
quires a surcharge on all oil production,
except federal and state royalty barrels,
that may be used to finance the state’s
response to an oil or hazardous sub-
stance release declared a disaster by the
governor; (2) the Prevention Account
which is an additional surcharge on all
oil production, except federal and state
royalty barrels, that may be used for the
clean up of oil and hazardous substance
releases not declared a disaster by the
governor. This account can also be used
to fund oil and hazardous substance
release prevention programs in Alaska.

With the passage of the PPT, the
Response surcharge (AS 43.55.201)
was changed from $.02 to $.01 and the
Prevention surcharge (AS 43.55.300)
was increased from $.03 to $.04. Both
of these changes were effective April 1,
2006.

The Response surcharge is suspended
when the balance of the Response
account is equal to or exceeds $50

@ The standard deduction for the Prudhoe Bay and Kuparuk River units is equal to the amount of operating expenditures claimed, as adjusted by audit,
times 137%. The standard deduction is set to sunset at the end of calendar year 2009.
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Figure 4-5. Comparing ACES and PPT, Major Points

ACES

PPT

Estimating

Use the price of ANS sold on the West Coast

Capital Expenditures

least two years

. . Yes Yes
Value at Point of | minus transportation charges
Production Restriction on Transportation Costs Yes Yes
Note: more stringent definition of Reasonable
reasonable than under PPT
Lease Meet IRS rules for "Ordinary & Necessary” Yes Yes
EXP enditures [1] Must be the "direct" costs [1] Must be the "direct" costs
of exploring for, developing, or of exploring for, developing, or
producing producing
[2] Must be affirmatively allowed
by regulations
Expenditure Exceptions: Yes Yes
[1] items excluded in the 2006 [1] items excluded in the 2006
Statutes include depreciation, Statutes include depreciation,
interest charges, penalties, interest charges, penalties,
dismantlement, arbitration charges | dismantlement, arbitration charges
and other charges. and other charges.
[2] cannot be for repair or
replacement related to unplanned
interruptions or for violations of
laws, leases, permits or licenses.
[3] have a standard deduction for
Prudhoe Bay and Kuparuk
Caplta.l Expenditure reduction for unplanned $0.30 per barrel $0.30 per barrel
downtime
Tax Rate Base Rate 25.0% 22.5%
Calculation of Base Tax Rate Annual Annual
Net Profit per Barrel that triggers additional tax $30 $40
Increase in tax rate for every $1 increase in per 0.40% 0.25%
barrel profit
Note: at a net profit of $92.50
per barrel, the increase in tax rate
changes to 0.10%
Limit on Tax Rate 75.0% 47.5%
Credits 20% of CAPEX spread over at

20% of CAPEX in first year

Transitional Investment Expenditure [TIE]

20% of CAPEX credit only
available to companies with no
production before January 1,

2008, and credit limited to 10% of
new investments between April 1,

2006, and Dec. 31, 2007

20% of CAPEX for five year period
prior to April 1, 2006

Exploration

Yes

Yes

Up to 40% credit for oil & gas
exploration wells and extends
eligibility to delineation wells.

Up to 40% credit for oil & gas
exploration wells.
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million. As of September 30, 2007, the
cumulative balance of the account was

$44.1 million. The Response Surcharge
was re-imposed effective April 1, 2007,
by the Department of Revenue.

Crude Oil Prices,
Lease Expenditures,
Transportation Costs
and Crude Oil
Production: Forecasting

Methodology &

Assumptions

Estimating oil revenue for the state
entails projecting four factors:

1. Crude Oil Prices
2. Lease Expenditures
3. Transportation Charges

4. Crude Oil Production

This section reviews each of these fac-
tors.

The crude oil price forecast is the prod-
uct of a price forecasting session that
includes professionals from the Depart-
ment of Revenue, Department of Natu-
ral Resources, Department of Labor,
the Governor’s Office of Management
and Budget, the Division of Legislative
Finance, the University of Alaska and
industry experts.

To forecast lease expenditures, the De-
partment of Revenue uses data from ear-
lier filings for a base and projects future
expenditures based on volume forecasts,
industry cost trends and confidential
taxpayer submitted data. In the future,

the taxpayers will provide projections on
expenditures to assist the department in
forecasting future lease expenditures.

To forecast transportation charges, the
Department of Revenue uses two mod-
els—one that estimates tariffs under the
Trans Alaska Pipeline Settlement Meth-
odology (TSM) and another model

that estimates tariffs under a cost-based
model. The ACES allows “reasonable”
costs to be subtracted as transportation
charges. For our forecast, we assume the
tariffs estimated under the TSM and the

cost-based models are “reasonable.”

To forecast crude oil production
volumes, the Department of Revenue
uses an engineering consultant in
conjunction with assistance from the
Department of Natural Resources and
the Alaska Oil and Gas Conservation
Commission. The statewide production
volume forecast is summed from projec-
tions of oil and gas production by field.

Each of these four forecasted items play
an important role in determining the
level of revenue anticipated from oil.
These four items are “plugged in” to the
department’s official forecast model to
produce an official revenue forecast. The
basic data from these items are shown in

Figure 4-6.

For many years, the levels of revenue
accruing to the state from oil production
have been contingent primarily on (1)
oil prices; and (2) production volumes.
With the implementation of the PPT,
and now with ACES, a third factor in-
fluences the level of revenues anticipated
from oil production—costs related to
exploring for, developing, and produc-
ing oil, which are deductible under the
production tax as “lease expenditures.”

Figure 4-7 presents a matrix that shows
the sensitivity of oil revenues to various

combinations of oil prices and produc-
tion costs. Note that as prices increase,
revenues also increase, but the increases
are smaller if costs also increase. Al-
though the department is still studying
the impacts of oil price increases on cost
increases, economists have recognized
that a relationship exists and have at-
tempted to build this oil price-cost rela-
tionship (called “elasticity” in economic
terms) into revenue forecasting models.
Another challenge for the department
will be to forecast petroleum investment
trends as oil prices move up and down.

1. Crude Oil Prices

Methodology

The department uses a modified Delphi
technique® to create its official price
forecast. Participants are asked for their
projections for West Texas Intermediate
(WTI) crude oil for three cases—a Low
case, a High case and a Most Likely case.
The prices that are forecast are in real
2007 dollars. The Department of Rev-
enue projects the differential between
WTT and ANS and uses a projection of
inflation to arrive at the nominal dollar
forecast used in this publication.

At the Fall 2007 forecasting session,

the International Energy Agency (IEA)
delivered a presentation on its Medium-
Term Oil Market Report that covered

a number of topics to assist the partici-
pants in making their forecasts. The top-
ics reviewed were worldwide economic
growth, oil demand, oil supply for both
the countries belonging to the Organiza-
tion of Petroleum Exporting Countries
(OPEC) and non-OPEC countries,
geopolitics and refining. In addition,
Department of Revenue economists pre-
sented information on crude oil prices
that included history, forecasts from

© The Delphi method is a forecasting technique developed by the RAND Corporation that obtains a forecast by eliciting and refining individual fore-
casts from a group of independent experts. Fore more information, see the 1967 RAND Corporation paper “Delphi” by N.C. Dalkey, www.rand.

org/pubs/papers/p3704/.
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Figure 4-6. Basic Data Used for ANS Oil & Gas Production Taxes

FY 2007 FY 2008 FY 2009
History Forecast Forecast
State Production Tax Revenue from the North Slope
Millions of Dollars 2,286.3 3,398.0 2,195.0
Key North Slope Assumptions
Price of ANS WC in dollars per barrel 61.63 72.64 66.32
Transit Costs & Other in dollars per barrel 5.96 6.34 6.80
ANS Wellhead in dollars per barrel 55.67 66.30 59.32
Production in barrels per day 739,702 730,942 700,686
Royalty barrels per day 92,463 91,368 87,586
Taxable barrels per day 647,239 639,574 613,100
Lease Expenditures in Millions of Dollars
Operating Expenditures [OPEX] 2,081 2,149 2,354
Capital Expenditures [CAPEX] 1,578 2,188 2,002
Total Expenditures 3,659 4,337 4,356
Implied North Slope Data
Credits from CAPEX in Millions of dollars 315.6 219.0 418.9
Lease Expenditures per barrel of oil produced
OPEX 7.71 8.05 9.21
CAPEX 5.84 8.20 7.83
Total Expenditures 13.55 16.25 17.03
| Average Production Value per Barrel [Pre-Tax] | 42.12 | 50.05 | 42.49 |
| Production Tax Collected per Taxable Barrel | 9.68 | 14.56 | 9.81 |

Notes

1 Costs for FY 2007 are unaudited and for the entire North Slope. Cost data reported July 2006 through
December 2006 are actuals. January 2007 through June 2007 are estimates

2 Costs for FY 2008 and FY 2009 are estimated after having reviewed the annual filings from oil companies
and incorporating adjustments based on our assessment of future cost increases.

3 Assumptions for the transitional credits and the $12 million credits are not included in the table.

4 'The average production value per barrel presented in this table would differ from estimates the oil
companies would prepare for tax liability purposes for several reasons: [a] the data in the chart are North
Slope wide averages; [b] different companies have different cost structures and operate in different fields;
[c] a company computing this average for tax liability purposes would only include the barrels it gets to
keep, i.e., the company would exclude the barrels it pays in royalty.

5 FY 2008 ANS West Coast price forecast is as of November 30, 2007.
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Figure 4-7. Sensitivity of State Oil Revenues to Changes in Prices and Costs

Estimated Unrestricted Oil Revenue, at Forecast Levels, and with Price and Cost Sensitivity

($ millions)
Fiscal Year 2008 Fiscal Year 2009
Forecast High  Low Forecast High  Low
Forecast Costs Price® Price® Price® Forecast Costs Price  Price  Price
$72.64 $81.45 $62.80 $66.32  $87.60 $47.35
Royalty (Unrestricted)® 1,846 2,093 1,571 Royalty (Unrestricted)® 1,571 2,125 1,087
Production Tax 3,404 4,647 2,368 Production Tax 2,201 4,576 777
Corporate Income Tax 599 652 543 Corporate Income Tax 595 745 415
Property Tax (to State) 54 54 54 Property Tax (to State) 52 52 52
E:z:lnlli:restricted Qil 5003 7445 4,536 E(::lnlilelrestricted Qil 4420 7498 2,331
High Costs - 110% times Forecast High Low High Costs - 120% times Forecast High Low
forecast costs Price  Price  Price forecast costs Price  Price  Price
Royalty (Unrestricted)® 1,846 2,093 1,571 Royalty (Unrestricted)® 1,571 2,125 1,087
Production Tax 3,228 4,448 2,236 Production Tax 1,864 4,159 563
Corporate Income Tax 599 652 543 Corporate Income Tax 595 745 415
Property Tax (to State) 54 54 54 Property Tax (to State) 52 52 52
E(;i:lnlizrestricted 0il 5727 7246 4,404 E(;:Zlnligrestricted 0il 4082 7,081 2117
Low Costs - 90% times Forecast High Low Low Costs - 80% times Forecast High Low
forecast costs Price  Price  Price forecast costs Price  Price  Price
Royalty (Unrestricted)® 1,846 2,093 1,571 Royalty (Unrestricted)® 1,571 2,125 1,087
Production Tax 3,584 4,849 2,502 Production Tax 2,575 5,023 986
Corporate Income Tax 599 652 543 Corporate Income Tax 595 745 415
Property Tax (to State) 54 54 54 Property Tax (to State) 52 52 52
"II{‘(;ia;lnIi:restricted 0il 6083 7,647 4,670 "II{'(;::lnIi:restricted 0il 4793 7,945 2,540

@ The forecast price for FY 2008 includes five months of actual prices, which raises the forecast price from $71.65 to $72.64.

(2

® Includes Bonuses, Rents and Interest

) The High Price and Low Price are obrained from the department’s crude oil price forecasting session
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other organizations and results from the
pre-meeting price solicitation.

At the end of the meeting the partici-
pants completed the post-meeting price
solicitation form and Department of
Revenue economists compiled and re-
viewed all results. The Most Likely case
was selected for the official price forecast
for the years FY 2008 to FY 2014. The
High and Low cases are used to provide
sensitivity analysis on potential state
revenue (see Figure 4-7)

The long-term forecast begins in FY
2015 and those prices did not change
from the Spring 2007 forecast.®

Assumptions

Many factors contribute to the pricing
of oil on the world market, including
the economy, fundamental factors of
supply and demand and geopolitical
events. Other related issues, such as the
impact of the financial sector, refinery
capacity and configuration and weather
help determine how oil is priced.
These factors have all been considered
in establishing our oil price forecast.
‘The major petroleum-related events of
2007 are described below, followed by
an examination of supply and demand
projections.

Oil Price Volatility

For the 12 months ending November
30, 2007, crude oil prices exhibited
extreme volatility increasing by almost
$50 per barrel or more than 100% from
a low of $47.72 per barrel in January
2007 to a high of $96.93 in November
2007 (see Figure 4-8). One day swings
were as large as $3.80 per barrel in No-
vember and the basis for some of these
large daily changes were changes in sen-

timent. For example, on November 13
prices declined $3.45 per barrel or 3.7%
as three different stories were distributed
on various media: (1) The International
Energy Agency reduced its global oil
demand outlook for 2007 and 2008;
(2) Brazil announced a large crude oil
iscovery varying in size between 5
and 8 billion barrels; and (3) Crude oil
contracts of $100 per barrel for delivery
in December 2007 expired worthless

on the New York Mercantile Exchange
(NYMEX).

This change in sentiment is usually
driven by a perception of future funda-
mentals—the issues of supply and de-
mand. On the demand side, many hold
the view that worldwide demand will
increase in spite of the high oil prices
because the emerging economies—
such as China and India—are growing
rapidly and the high crude oil prices
will not slow their growth, or their use
of oil. Thus, there is a perception that
oil demand will continue to grow in
spite of high oil prices. The press release
distributed by the IEA on November
13 helped dispel the notion of demand
growing unabated and contributed to a
decline in oil prices. When a press report
released on November 30 stated that
economic growth will decline, crude

oil prices fell another $2.30 per barrel.
Thus, information that sheds light on
the future impacts prices.

On the supply side, there is a perception
that there is limited spare crude oil pro-
duction capacity; that many countries
cannot increase their crude oil produc-
tion, and the world is nearing its “peak”
crude oil production capacity. At the
October 17-20 World Oil Conference,
the CEO of ConocoPhillips repeated a

statement about a permanent ceiling on

oil production when he said: “I dont
think we are going to see the supply
going over 100 million barrels a day.”®
(The world is currently producing about
85 million barrels per day). Several
people echoed this sentiment and Shoki
Ghanem, Chairman of Libya’s National
Oil Company said: “There is a real
problem that supply may not increase
beyond a certain level, say around 100
million barrels (per day). In some coun-
tries production is going down and we
are not discovering any more of those
huge oil wells that we used to discover
in the 1960s or the 1950s.”® For a
supply chain that is stretched “thin,”
any disruptions that reduce supplies can
have an immediate impact on price. The
announcement on November 13 that
Brazil had another major find in deep
water helped dispel the notion of a lack
of additional supplies—and that an-
nouncement also helped drive crude oil
prices lower. When OPEC announces
it will—or will not—change its pro-
duction levels, these statements impact
prices because they help people under-
stand the manner in which the future

will unfold.

Another part of the puzzle is the trading
of crude oil options and futures. The
number of contracts being traded on
the NYMEX is in the tens of thousands.
When an event occurs that provides
information on future crude oil supplies
or future crude oil demand, traders can
react to that news and buy or sell con-
tracts based on the news and their in-
terpretation of what it means for future
prices. Thus, the volatility is, in part, a
function of the NYMEX and the elec-
tronic media that allows news to travel
worldwide in seconds. But the drivers
behind news are the fundamentals—the

“ According to the department’s price forecasting protocol, long-run crude oil price projections can only be changed every two years if Delphi forecast-
ing participants agree to a change over the prior two consecutive fall forecasting sessions.

© See http://www.aspo-usa.com/index.php?option=com_content&task=view&id=252&Itemid=91

©  Ibid
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future volume of available supplies and
the future volume of demand. These
perceived future volumes are shaped by

current events and translated into action
by traders on the NYMEX.

Oil Price Scenarios

With our official price scenario we
believe that global economic growth is
slowing but remains strong. We assume
that oil will continue to be a competitive
energy resource. And finally, we forecast
that the current high price environment
will encourage OPEC and non-OPEC
oil-producing countries to continue

to explore ways to increase production
from existing facilities and to seek out
new production opportunities. Figure
4-9 charts historical ANS WC prices
along with the High, Official, and Low

price scenarios.
What can we expect looking forward?

For the next few years, we can expect
ANS WC prices to remain volatile and
probably above $60 per barrel on an
average annual basis. Suggesting that
volatility will remain high means that
for any given year, prices could vary
between $30 and $120 per barrel. The
reasons we expect prices to remain high
by historical standards are the funda-
mentals. We do not expect a recession,
which means economic growth will
continue—and this implies higher
incomes and higher oil demand. For the
Offcial Price Forecast, we see moder-
ate economic growth with most of the
growth in oil demand occurring outside
of the industrial world in countries like
China, India, the United Arab Emir-
ates and Malaysia. Due to the slower
growth in the industrial world (such as
the United States and Europe) there will
be a reduction in exports from countries
such as China—and that is the reason
their economies will not grow at the

rapid pace of the last five years. Also,
the higher prices will continue to put
downward pressure on oil demand in
the industrial countries.

On the supply side, the limited spare
crude oil production capacity means
that whenever there is a problem (cold
snap, supply outage from weather or
geopolitical event), crude oil prices
could “spike” higher. Because the na-
tions belonging to OPEC are moni-
toring and adjusting their production
volumes, it is not apparent they will
allow crude oil prices to decline for a
prolonged period. That is to say, if prices
fell to $35 per barrel, the members of
OPEC would likely reduce production
to increase prices. Overall, crude oil
supplies will be fairly “tight” during the

next few years.

In the longer term, we see the high
prices coming down to historical levels
as “all things can change.” The avail-
ability of alternative sources to create
transportation fuels combined with
rapid advances in technology mean that
other options will likely become avail-
able before 2020—especially if prices
remain relatively high through 2014.

On the demand side, high prices do
matter. By historical standards, the
prices seen today are higher than any
time since 1862 in constant dollars. U.S.
consumption of transportation fuels
declined in 2006 and high current prices
may extend the trend. High prices will
limit economic growth—not only in the
U.S. but worldwide. Due to the lower
level of energy intensity, the time frame
for having an impact on oil demand is
not clear.

What is clear is that people perceive
there is a shortage of crude oil and
people perceive economic growth and
growth of oil demand will outstrip the

available resources. Until those percep-
tions changes, prices will remain high.

Forecast

Since our Spring 2007 forecast, ANS
crude prices have broken record after
record, most recently closing at $96.93
per barrel on November 20, 2007. The
Department of Revenue’s fiscal year

end forecast for ANS crude for 2008 is
$71.65. The price of benchmark West
Texas Intermediate is forecasted to aver-
age $71.25 in FY 2008, implying an
average premium for ANS of $.40 per
barrel for the fiscal year. For most of the
calculations throughout this forecast, we
incorporate actual prices for the first five
months of the fiscal year which increases
our ANS crude price forecast for FY
2008 to $72.64.

In fall 2006, we increased our WTI

oil prices for the period FY 2015 and
beyond, from $25.50 per barrel in real
terms to $36 per barrel.” This follows
the department’s protocol that partici-
pants in the forecasting session elected
to change long-run prices in the prior
two consecutive fall forecasts. Our long-
run forecast will not change until fall
2008 at the earliest. The inflation rate is
2.75% per year based on Callan Associ-
ates Inc. 5-year capital market assump-
tions.

Factors that could lead to lower or
higher prices are:

Low-Price Scenario

* A recession that starts in the U.S. and
spreads worldwide. Since China is a
major exporter to the United States,
a contraction in the U.S. economy
would have repercussions for China
and other developing nations that
export to the industrial world.

@ This translates to $43.55 per barrel in nominal terms in FY 2015, and then increases at 2.75% per year with inflation.
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Figure 4-8. ANS Crude Price Volatility

Alaska North Slope West Coast Price

Daily Oil Prices in Dollars per Barrel and 95% Confidence Level

Source: DOR Prevailing Value

December 1, 2006 to November 30, 2007

$100
$951 ...
$90
$85
$80
$75

Standard Deviation: $12.19
$70

Supply concerns, greater
forecasted demand

!

Geopolitical
tensions,
speculators
drive oil prices
towards
$100/bbl

AVERAGE: $69.47
$65

$60 1

$55 1

$50

$45

Warm winter,

$40 1 low demand

$35

Stock Market losses,
Hurricanes miss oil
platforms in Gulf

|:| =95% confidence level

$30

Dec-06 Jan-07 Feb-07 Mar-07

Apr-07 May-07 Jun-07 Jul-07

Aug-07 Sep-07 Oct-07 Nov-07

Note: 95% confidence level equals two standard deviations, or +/- $24.38 from the average of $69.47 per barrel

Decreased oil demand due to several
factors. First is the reduction in oil
demand associated with a reduction
in economic activity. Second is a
reduction in demand associated with
more energy efficient equipment—
both at the household level and at
the business level. The movement to
greater energy efficiency is not new
and the high prices of recent years are
accelerating the trend.

Increased oil supplies from several
areas. First, investments made by
many oil companies to increase crude
oil supplies in Non-OPEC coun-

40 - Oil Revenue

tries in the last few years are about
to begin “bearing fruit” and addi-
tional supplies should be forthcom-
ing. Second, as demand decreases,
OPEC will decrease its crude oil
production—which means spare
crude oil production capacity will
increase. It is not clear OPEC can
maintain discipline reducing sup-
plies, thus, there could be more than
ample supplies from OPEC. Should
the additional supplies from non-
OPEC countries come on-line at the
same time demand is declining and
OPEC struggles to reduce produc-
tion, there could be more supplies

than needed—and prices could come
down rapidly.

¢ The financial markets could amplify
the downward trend if traders believe
prices will fall. In this scenario, trad-
ers buy “puts” for prices to decline
and accelerate the downward trajec-
tory.

* Geopolitical unrest, but no major
disruptions.

High-Price Scenario

* Robust economic growth. In this
scenario there is no recession in the
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US and worldwide economic growth
continues at the rapid pace seen dur-
ing the last five years. The constraints
are on factors of production such as
labor, and resources such as steel.

* Not only does oil demand increase
but it does so at an accelerated pace.
The developing countries of China,
India, Saudi Arabia, Qatar, the
United Arab Emirates and others
struggle to produce enough energy
for their expanding economies and
new petrochemical plants, and also
enough fuel for all the new automo-
biles that are being sold in the devel-
oping world. While there are tech-
nological improvements to improve
energy efliciency, those improvements
are dwarfed by the magnitude of .
additional demand from increased
economic activity and additional au-

tomobiles and air transport demand.

On the supply side, the investments
made by oil companies during the
last few years do not provide the ad-
ditional supplies initially envisioned.
Lower productivity and additional
nationalizations limit non-OPEC
volume increases. At the same time,
OPEC nations limit their production
to ensure prices remain fairly high.

The financial markets play their part
by amplifying the trends set by the
fundamentals. In this scenario, trad-
ers buy “call” options on the expecta-
tion that prices would rise.

There is geopolitical instability with
unanticipated supply disruptions.
The U.S. Dollar continues to weaken

vs. world currencies. This translates to

higher oil prices.

2. Lease Expenditures

The passage of the PPT required the
Department of Revenue to forecast lease
expenditures, a task the department had
never before undertaken for tax pur-
poses. Lease expenditures are defined in
part as the upstream costs that are the
direct costs of exploring for, developing,
or producing oil or gas deposits. When
the department undertook this task

for the first time in 2006, it had very
little information on which to base its
forecast.

Methodology

The first annual filing of the PPT
provided the department with much
needed data for the purpose of fore-
casting lease expenditures. In addition
to having more accurate information
about the magnitude of spending on

Figure 4-9. Fall 2007 Official, Low and High ANS Oil Price Scenarios (nominal $ per barrel)
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oil and gas production, the tax returns
provided insight into whether the costs
were capital or operating expenditures.
Forecast models were adjusted to take
into account this new information.

The department also uses several other
means to forecast lease expenditures,
including consulting other taxpayer-sub-
mitted information, such as plans of de-
velopment, federal partnership returns,
and other documentation. Production
profiles are reviewed, as well as publicly
available information on estimated costs
to bring new fields online and projected
start-up dates.

With the passage of ACES, the depart-
ment will also require taxpayers to sub-
mit forward-looking lease expenditure
information twice annually. We expect
this requirement will greatly enhance the
department’s forecasting ability.

Forecast

We forecast Operating Expenditures
of $2.1 billion for FY 2008 and $2.4
billion for FY 2009. Capital Expendi-
tures are estimated at $2.2 billion and
$2.0 billion for FY 2008 and FY 2009,

respectively. Total forecasted lease expen-
ditures are $4.3 billion for FY 2008 and
$4.4 billion for FY 2009.

3. Transportation Charges
and Other Production Costs

Taxpayers subtract marine transporta-
tion costs, the Trans Alaska Pipeline Sys-
tem (TAPS) tariff, feeder pipeline tariffs
and an adjustment for quality bank
charges from the appropriate destina-
tion value to arrive at a wellhead value.
This wellhead value calculation shown
in Figure 4-10 for FY 2007-2018 is the
basis for state royalty and production tax
payments.

Marine Transportation Costs

Crude oil deliveries to Valdez are
shipped to Washington and California
refineries by tanker. State-of-the-art
double-hulled tankers known as “Alaska
Class” vessels are now the standard.

The mandated replacement of vessels
without double hulls with new, more
expensive double-hulled vessels, and
the continued use of smaller qualified
vessels to replace larger vessels retired by
compliance with the Federal Pollution

Act of 1990 have increased tanker trans-
portation costs. We forecast a modest
increase in tanker transportation costs
will be necessary in order to maintain

the integrity of the fleet.

Trans Alaska Pipeline System (TAPS)
Tariff

The TAPS tariff for FY 2008 is calcu-
lated according to the methodology
established in the 1985 settlement agree-
ment. A cost-based tariff model is used
to forecast the rates for FY 2009 and
subsequent years.

In 1985, the TAPS Settlement Agree-
ment (TSA) established the TAPS
Settlement Methodology (TSM) for
each carrier to use to calculate their
annual TAPS tariff. The TSA expires at
the end of 2011, but the agreement has
a provision that allows parties to open
negotiations on a follow-on agreement
after December 31, 2006. That provi-
sion was triggered on January 1, 2007,
and negotiations are on-going.

If an agreement is not reached within a
two-year period, any party has the right
to terminate the agreement. It is thus

Figure 4-10. Fall 2007 Forecast Assumptions, FY 2007 and Forecasted FY 2008-2018 (nominal $ per barrel)

Fiscal Year 2007 | 20080 | 2009 | 2010 | 2011 | 2012 | 2013 | 2014 | 2015 | 2016 | 2017 | 2018

{}ise WestCoast | 01 63| 72.64| 6632 6340| 6475| 6635| 67.45| 68.55| 41.05| 42.25| 4345| 4472
ANS Marine 179 134| 139| 144 149| 154 159| 164| 1.69| 174| 179| 1.84
Transportation

TAPS Tariff 437| 511| 5.08| 3.13| 326| 336| 342| 3.44| 347| 356| 373| 3.83
Other

Deductions & 020 -011| 034| 034 035| o042| o048| 052 058 o061 065 073
Adjustments @

;\ﬁ Wellhead 5567 | 66.30| 59.52| 58.49| 59.65| 61.03| 61.96| 62.95| 3531| 36.34| 37.28| 38.32

' FY 2008 includes reported information through October 2007.
@ Includes other adjustments such as quality bank charges, location differentials and company-amended information.
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possible that use of the TSM will ter-
minate as soon as January 1, 2009, and
that new tariffs from that date forward
will be filed in conformance with either
a new settlement methodology, or with
the Federal Energy Regulatory Commis-
sion (FERC) cost-based rate methodol-
ogy-

The TSM rates filed for 2005, 2006,
2007, and 2008 have been protested.
At this point it is not clear if rates ap-
plicable from 2009 forward will use the
TSM, a new settlement methodology,
or the FERC cost-based rate methodol-
ogy. For this forecast, we have chosen
to use 2 TSM calculated tariff for 2008,
and then a cost-based methodology to
project rates for 2009 forward.

Methodology
TSM Approach

The TSM specifies the model for carriers
to calculate maximum tariffs (rate ceil-

Figure 4-11. TSM Tariff Calculation

ings) for their annual rate filings. Each
carrier files its own separate tariff at the
beginning of every year and is free to
charge rates below the calculated rates.
Carriers file an estimated tariff for the
upcoming year, a preliminary actual
tariff for the current year and a revised
actual tariff for the previous year.

TSM provides for the recovery of opera-
tion and maintenance costs, a depre-
ciation component for the recovery of
the capital rate base, and an after-tax
margin, which includes a non-cost based
“allowance per barrel.” The maximum
rate for the upcoming year for each
carrier is the estimated total revenue
requirement for the pipeline divided by
the expected deliveries for the upcoming
year. Annual adjustments are allowed to
“true up” the former year estimates with
actual throughput and cost data.

The department developed a model to
forecast TAPS tariffs from the historical
weighted average data provided to the

state by the carriers. The model simu-
lates the TSM ratemaking approach and
then projects the major components to
forecast the total revenue requirements.
The tariff is calculated by dividing the
forecasted total revenue requirement by
projected deliveries which are derived
from the department’s forecast of crude
oil production (see Figure 4-11).

In 1985, when the settlement was ne-
gotiated, operating expense was a minor
component of the total revenue require-
ment. Today operating expense is the
major component in the total revenue
requirement. After the allowance per
barrel and related income tax allowance
are removed from the TSM calculation,
operating expense accounts for about
75% of the total revenue requirement.
Calculation of a tariff on a thirty-year
old pipeline with declining throughput
will be dominated by operating costs
and the declining number of barrels over
which to spread the costs.

Deliveries = Production throughput

Tariff= Total Revenue Requirement / Deliveries

Total Revenue Requirement= Operating Expense + Dismantle Removal & Restoration + Depreciation +
Recovery of Deferred + Return + After-tax margin + Income Tax Allowance —
Non-transportation Revenues — Net carryover
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Figure 4-12. Cost-Based Tariff Calculation

Deliveries = Production throughput

Tariff= Total Revenue Requirement / Deliveries

component in the total revenue requirement.

Total Revenue Requirement= Operating Expense + Depreciation + Amortized Deferred Cost + Return*
+ Property Tax + Income Tax Allowance + Net carryover

* A trended original cost methodology and straight line depreciation is used to derive the rate base to calculate the Return

Cost-Based Rate Methodology

A cost-based methodology allows a
pipeline to recover all prudently in-
curred costs of providing the transpor-
tation service, including a fair return
on investment. Determining the rate
base and the cost of service for a base
year is loaded with accounting assump-
tions and conventions. To forecast
revenue requirements, all the financial
and accounting machinations must be
brought forward in addition to projec-
tions for each of the cost components.
The merit of forecasting with such a
complicated, detailed model that dupli-
cates history is easily overshadowed by
the gross assumptions that are required
to use it as a forecasting tool.

We have opted for a simplified cost-
based method as a forecasting tool. The
model is a work in progress and will

be refined as ratemaking events unfold
and better guidance from the FERC
decision becomes available next year.

This simplified cost-based model is
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designed to calculate a total revenue
requirement for operating and main-
taining the pipeline while providing a
rate of return for the investment in the
pipeline (see Figure 4-12).

Since the total revenue requirement

is divided by deliveries, the tariff is
sensitive to the production profile and
the inherent uncertainties of estimat-
ing throughput. The tariff forecast

in Figure 4-10 uses the throughput
projection from the Fall 2007 crude oil
production forecast discussed below.

The base year of the model is calibrated
with data from the trended original
cost model developed by Lukens
Energy for the state proceedings and
parameters from the initial decision

by FERC Administrative Law Judge
Cintron. Projections of the compo-
nents use relationships developed from
historical TSM data and assumptions
regarding future costs and investments.
Additional capital expenditures are
input for the Strategic Reconfiguration
(SR) project.

The SR project is a massive upgrade

of the 30-year-old pipeline system

that began in 2001 and is expected to
be completed in 2010. Installation of
electrically driven crude oil pumps,
increased automation and upgraded
control systems should make the pipe-
line operations more efficient and more
flexible to handle future increases and
decreases in throughput. The more ef-
ficient and cost effective transportation
system is expected to reduce overall
operating costs by about 10 percent
annually.

TAPS carriers initially claimed the

SR project would cost $250 million.
Current estimates are closer to $750
million and the state is in the early
stages of litigation challenging the
TAPS carriers’ anticipated inclusion of
the increased costs in the rate base. The
state has filed protests of imprudent
SR expenditures included in the 2005,
2006, and 2007 rates, and will file pro-
tests of the 2008 rates on imprudence
grounds. As the carriers roll more dol-



lars into the rate base, the likely results
will be increasing overcharges (under
any formula) for the years until a
settlement is reached or until litigation
requires refunding those “imprudent”
expenditures.

Forecast

The TSM calculated tariff for FY

2008 and the forecasted tariffs for FY
2009-2018 using the simplified cost-
based model are shown in Figure 4-10.
TAPS tariffs are filed on a calendar year
basis and new tariffs take effect January
1 of each year. The weighted average
tariff filed for calendar year 2008 is
estimated to be about $5.00 per barrel.
Both the timing and the ultimate out-
come of the pending protests and liti-
gation will establish future tariffs and
refunds. This forecast does not attempt
to predict the outcome of the litigation
or estimate the level and timing of the
protested tariffs. Corrections between
filed rates and allowed rates will be
made through the refund process and
are beyond the scope of this forecast.
Guidance from the pending FERC
decision is likely next year.

Feeder Pipeline Tariffs and Other
Adjustments

These costs include both feeder pipeline
charges and other cost adjustments to
account for the different qualities of oil
entering the pipelines, as well as mar-
ket-location differentials for intrastate
sales. Transportation costs for feeder
pipelines are incurred to move the
crude oils from the various North Slope
production fields to Pump Station No.
1 of the TAPS. A tariff is calculated for
each of the feeder pipelines according
to the particular settlement agreement.
Inflation and cost-based factors are
used to project the tariffs, which are
weighted by each pipeline’s throughput
volume to estimate a weighted-average

feeder pipeline tariff.

Wellhead Price
The combination of ANS wellhead

value and production volumes forms
the basis for both state production taxes
and royalties. The wellhead value is cal-
culated by subtracting the relevant ma-
rine transportation and pipeline tariff
costs (as well as adjustments for North
Slope feeder pipelines and pipeline
Quality Bank) from the appropriate
destination value. Figure 4-10 reflects
this calculation for FY 2008-2018.

4. Crude Oil Production

Methodology

For the production forecasting process,
we use a petroleum engineering consul-
tant who performs a “bottom- up” eval-
uation on each of the individual fields
that yields a forecast of three types of
oil production: (1) oil that is currently
being produced; (2) oil production
that we expect to realize from projects
currently under development; and (3)
oil production that we expect to realize
from projects under evaluation. The
engineering consultant employs decline
curve analysis, augmented by gener-
ally accepted engineering principals,
discussions with field operators, and
public and private information in order
to assemble our long range production
forecast.

We continue to make adjustments to
our production expectations from the
North Slope in this Fall 2007 fore-
cast. As always, we examined reservoir
performance, reviewed the uncertainty
associated with the pace and scope of
development of new fields and new
projects within existing fields, and
re-evaluated planned and unplanned
downtime for all fields. Our review
indicates that, with minor exceptions,
and notwithstanding planned and
unplanned surface disruptions, all
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reservoirs are performing at or above
expectations. Through fiscal year 2040,
we expect to produce 6.1 billion barrels
of oil.

Assumptions

In a hydrocarbon rich basin such as the
North Slope of Alaska, any discussion
regarding production forecasting meth-
odology should begin with identifying
those resources that are NOT included
in our estimates. We do not include
any estimates for undiscovered oil, in-
cluding future potential from the Arctic
National Wildlife Refuge (ANWR),
the National Petroleum Reserve-Alaska
(NPR-A), the federal Outer Conti-
nental Shelf (OCS) or onshore lands
within the state of Alaska. We exclude
from our estimates production from
most of the known heavy or viscous

oil deposits; in fact we consider none
of the approximately 20 billion barrels
from the giant Ugnu deposit, although
the operator is actively pursuing a pilot
project there to evaluate new technol-
ogy termed CHOPS (Cold Heavy Oil
Production with Sand). We exclude
96% of the viscous/heavy oil from the
large West Sak field, projecting roughly
400 million barrels recovery out of
roughly 10 billion barrels in place. We
also exclude 88% of the heavy oil at
Schrader Bluff, projecting roughly 250
million barrels recovery out of over 2
billion barrels in place. Additionally,
none of the known oil discoveries in
the Federal Outer Continental Shelf,
in fields such as Sivillug, Kuvlum and
Sandpiper, potentially totaling hun-
dreds of millions of barrels of recover-
able oil, are considered in the forecast.
None of the known discoveries west of
the small NPR-A accumulations in the
vicinity of the Alpine field are included.
Finally, we limit any production at-
tributed to a promising new enhanced
oil recovery technology termed ‘low
salinity waterflood’ to a small demon-
stration project under evaluation at En-
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dicott. Laboratory tests using Endicott
rock show low salinity waterflood can
increase ultimate recovery by 10-15%,
or approximately 150 million barrels.
Successful slope wide implementation
of low salinity waterflood would result
in incremental recovery measured in
the billions of barrels.

We exclude the aforementioned
resources, both known and unknown,
in order to avoid speculation and to
reduce the uncertainty typically as-
sociated with the commercialization,
timing and magnitude of resource
development.

New Developments

In the next ten years, we anticipate
new developments on state and federal
lands, both of which benefit the state.
Most of the opportunities to add
production from state lands are from
expanded heavy/viscous oil develop-
ment (West Sak, Orion, Schrader Bluff
fields), continued satellite develop-
ment at Alpine (Fiord, Fiord-West,
Nanug, Qannik, Alpine West fields),
and new developments at Oooguruk
and Nikaitchuq. We anticipate Ooogu-
ruk to begin production in the second
quarter of 2008 and we anticipate
project sanctioning for Nikaitchuq

to be imminent. Although we fore-
cast expanded development at West
Sak, we have again slowed the pace of
heavy oil development there to allow
the operator to fully evaluate techni-
cal and commercial issues associated
with the development. We have also
increased our forecast of heavy/viscous
oil at Orion to reflect Phase 2 develop-
ment there. For the Milne Point Unit,
which includes both the Kuparuk pool
and the heavier Schrader Bluff pool,
we have slowed the pace of develop-
ment to allow for reprioritized spend-
ing on infrastructure renewal projects.

We have delayed the development of
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Point Thomson and associated satellites
one year in keeping with our 10 year
development lead time, which may be
conservative. The development of Point
Thomson has not been tied to any gas
pipeline project or gas contract. Our
review of Alpine satellite field develop-
ment yielded expanded development

at Alpine West, the addition of new
satellite Fiord West, increased expecta-
tions from Fiord and reduced expecta-
tions from Nanugq. We still expect new
satellite Qannik to come on production
during late 2008. Finally, we show an
increase in production from the Alpine
field beginning in fiscal year 2013,
which we attribute to Alpine West
development, formerly considered part
of the federal NPR-A. Accordingly, we
show a decrease in our estimates for the
NPR-A during the same time period.

Production on Federal Lands

Our forecast includes production from
state lands as well as from federal lands.
From a revenue standpoint, the State
of Alaska benefits in at least five ways
from new developments on federal
lands: (1) shared royalties (27.5% of
federal share) from federal OCS fields
such as Liberty; (2) production taxes
on federal oil produced onshore within
Alaska (NPR-A); (3) increased property
tax on any infrastructure on state lands
required to produce and transport
federal oil; (4) corporate income taxes;
and (5) lower pipeline transportation
tariffs, which increase wellhead prices.
In addition, any oil processed through
the Endicott facility (Liberty field) may
increase net profits payments to the
state. Federal oil produced within the
State of Alaska can return up to 75% of
the revenue generated by oil produced
on state lands. Federal oil produced
from non-state lands provides a revenue
benefit limited to decreased transpor-
tation tariffs and increased property
taxes.

For the fall forecast we have reevaluated
the scope and pace of development of
projects within the federal NPR-A to
better reflect the timing of compet-

ing projects at Alpine. The end result

is a two year delay in development

at known accumulations Lookout,
Moose’s Tooth and Spark. Addition-
ally, we have reduced our expectations
from each of the NPR-A pools pend-
ing further evaluation planned for

this winter. We have also adjusted our
production profile for the Liberty field,
now expected to be produced through
Endicott facilities, to reflect a multi-
year staged development using ultra
extended reach drilling. The rate profile
we use for Liberty is adapted from

the plan of development recently filed
with the Minerals Management Service
and should be considered a base case
scenario with upside potential. We do
not consider any production from the
Kupcake prospect, which is adjacent to
Liberty, and scheduled for testing this

winter.
Planned and Unplanned Downtime

Although we anticipate new develop-
ments from state and federal lands
over the next 10 years to contribute to
overall production and partially miti-
gate base decline, we believe they will
not be sufficient to offset the temporary
production interruptions due to integ-
rity management and infrastructure
renewal. Much of the new production
we forecast relies upon the continued
use of aging wells, flowlines, facilities
and pipelines, as does at least 500,000
barrels per day of existing production.
We anticipate increased planned activ-
ity to replace aging equipment and to
repair aging equipment as required.
To account for unforeseen produc-
tion interruptions slopewide, as well
as anticipated scheduled interruptions
attributed to renewal projects, we have
increased our estimates of downtime

at the Greater Prudhoe Bay Area, the
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Greater Kuparuk Area, the Milne

Point Unit and Endicott for the next
6-8 years, depending on the field. The
impact of this deferred production is
significant in the near term, ranging
from 30,000 — 70,000 barrels of oil per
day slopewide. This is in addition to
rate impacts attributed to reevaluating
the scope and timing of projects under
development and under evaluation.

Forecast

The three categories of North Slope
production—Currently Producing,
Currently Under Development and
Currently Under Evaluation—are il-
lustrated graphically in Figure 4-13
and in table format in Figure 4-14. We
do this so that the reader will have an
understanding about the uncertainty
associated with the production fore-
cast. We forecast production of only
those reserves that have already been

discovered and at a minimum are being
evaluated for development.

Currently Producing

Production characterized as “currently
producing” includes baseline produc-
tion and presumes a continued level of
expenditure sufficient to promote safe,
environmentally sound operations.
Such expenditures include the follow-
ing: well diagnostic and remedial work,
data acquisition and rate-enhancing
expenditures such as perforating, acid
stimulation, well workovers, fracture
treatments, artificial lift optimization
and production profile optimization.
This category of production also pre-
sumes continued gas and water injec-
tion for pressure support. We exclude
10% of the barrels currently producing
at Kuparuk and 15% of the barrels
currently producing at Prudhoe Bay

to reflect future development drilling,
opting instead to characterize these bar-
rels as “under development.” Based on
historical forecasting performance, we
assign a 98% confidence level for the
current fiscal year and a 95% confi-
dence level for the second fiscal year
forward.

Currently Under Development

Production characterized as “currently
under development” is based on new
projects either currently funded or
awaiting project sanctioning in the
very near future. It includes projects
that may be in the design/construction
phase, as well as development drilling
and enhanced oil recovery (miscible or
immiscible injection) projects, cur-
rently funded or underway, but not
included in the “currently producing”
category. It also includes incremental
oil expected from the long-term gas cap

Figure 4-13. Alaska North Slope Production, FY 1997-2007 and Forecasted FY 2008-2018 (million barrels/day)
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Figure 4-14. Alaska North Slope Production, FY 2007 and Forecasted FY 2008-2018"

(million barrels per day)

Fiscal Year lfi'l(l):lellclltlll); Dev[e]lllc;ient Ev:ljlllllj:iron Total ANS
2007 0.715 0.025 0.000 0.740
2008 0.680 0.051 0.000 0.731
2009 0.611 0.079 0.010 0.701
2010 0.569 0.100 0.023 0.693
2011 0.537 0.104 0.034 0.676
2012 0.501 0.120 0.054 0.675
2013 0.473 0.113 0.099 0.685
2014 0.451 0.110 0.126 0.687
2015 0.428 0.107 0.149 0.684
2016 0.408 0.103 0.145 0.656
2017 0.390 0.092 0.146 0.628
2018 0.373 0.086 0.221 0.680

@ Some of the oil forecasted in the Under Development and Under Evaluation
categories are from new projects in fields currently producing.

water injection project at Prudhoe Bay
and the low salinity waterflood at Endi-
cott. Examples of production currently
under development include the Fiord,
Nanug, Alpine West and Qannik satel-
lites at Alpine; the Aurora, Orion and
Polaris satellites at Prudhoe Bay; J-pad
and 3K-pad at West Sak; development
drilling at Tarn; Oooguruk; and 10%
of existing Kuparuk production and
15% of existing Prudhoe Bay produc-
tion to reflect future developmental
drilling that will be necessary.

Because of timing and scope uncertain-
ty, our subjective confidence for this
category of production is 85% to 90%.

Currently Under Evaluation

Production characterized as “currently
under evaluation” includes technically
viable projects currently in the “pencil
sharpening” stage where engineer-

ing, cost, risk and reward are all being
actively evaluated. These projects are all
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currently unfunded by the operators but
have a high chance of being brought

to fruition. Examples include heavy oil
development outside of the core areas at
West Sak and Schrader Bluff, Alpine sat-
ellite Fiord West , Liberty, Nikaitchug,
Point Thomson and associated satellites,
and pools within the NPR-A.

Confidence levels vary for this cat-
egory of production. Certain heavy oil
development drilling for Schrader Bluff,
Orion or West Sak in FY 2009 might
have confidence levels approaching that
of “production under development”.
Potentially high cost, scope-challenged
developments such as Point Thomson
probably deserve lower confidence, not
necessarily attributed to volumes or
rates, but to the timing of first produc-
tion.

As Figure 4-14 shows, by FY 2012
one-quarter of our projected oil produc-
tion will come from projects requiring
significant new investment.

Oil Royalties

Almost all Alaska oil and gas produc-
tion occurs on state lands leased for
exploration and development. As the
land owner, the state earns revenue
from leasing as: (1) upfront bonuses,
(2) annual rent charges and (3) a
retained royalty interest in oil and gas
production.

Generally, the state issues leases based
on a competitive bonus bid system. It
has always retained a royalty interest
of at least 12.5%. The vast majority of
current production is from leases that
carry that rate. Some currently produc-
ing leases carry rates as high as 20%,
and some leases also have a net profit-
share production agreement.

State oil and gas leases provide that
the state may take its oil royalty in
barrels (in-kind) or as a percentage of
the production value (in-value). In FY
2007, the state took approximately
60,000 barrels per day of North Slope
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Figure 4-15. New Oil as a Percentage of Total Oil (million barrels per day)

Fiscal Year Total New Oil ANS Total Percent New Oil
2008 0.051 0.731 7.0%
2009 0.089 0.701 12.7%
2010 0.123 0.693 17.8%
2011 0.138 0.676 20.5%
2012 0.174 0.675 25.8%
2013 0.212 0.685 31.0%
2014 0.236 0.687 34.4%
2015 0.256 0.684 37.4%
2016 0.248 0.656 37.8%
2017 0.239 0.628 38.0%
2018 0.307 0.680 45.1%

production in-kind and sold it to Flint
Hills Resources Alaska, LLC for their
refinery at North Pole.

The royalty oil taken in-value is valued
according to a formula using a market
basket of spot crude oil prices closely
approximating the ANS West Coast
spot price of oil less a transportation
allowance back to the lease. Royalties
are based on a destination price—the
higher of the actual sales price or the
prevailing value.© The pipeline and
marine transportation costs are de-
ducted from the destination value to
derive the taxable netback value of the
oil or gas.

Petroleum Property Tax

An annual tax is levied each year on

the full and true value of property

taxable under AS 43.56. The tax on oil
and gas property is the only statewide
property tax. The valuation procedure
for three distinct classes of property—
exploration, production and pipeline
transportation—is described below.

Exploration Property

Value is based on the estimated price
that the property would bring in an
open market under prevailing market
conditions in a sale between a will-
ing seller and a willing buyer, both
conversant with the property and with
prevailing general price levels.

The state petroleum property asses-
sor gathers raw data for determining
market value by reviewing the details
of equipment sales, attending auctions
and reviewing trade journals. This data
is then applied to the taxable property,
taking into account age, capacity, and

physical and functional obsolescence.

Production Property

Value is determined on the basis of re-
placement cost less depreciation, based
on the economic life of the proven
reserves.

In the case of an offshore oil or gas
platform or onshore facility, the
number of years of useful life is de-
termined by estimating the date the
facility reaches its economic limit, not
on the basis of the projected physical
life of the property. The time period
until the estimated operating revenue
would equal operating expenses plus
the current age of the facility equals
the total life. The factor used in the
depreciation calculation for the facility
typically equals the years of remaining

life divided by the total life.

© ANS West Coast prevailing value per 15 AAC 55,171, is the monthly average of daily spot market prices reported by Platt’s Oilgram, Reuters and
Dow Jones Energy reporting services. This price is published monthly on the Tax Division website at www.tax.state.ak.us.
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Figure 4-16. Distribution of Petroleum Property Tax, FY 2007 ($ million)®

Municipalities Gross Tax Local Share State Share
North Slope 228.3 211.2 17.1
Unorganized 39.1 0.0 39.1
Valdez 19.9 19.9 0.0
Kenai 12.1 6.9 5.2
Fairbanks 7.4 5.2 22
Anchorage 5.3 3.9 1.4
Other Municipalities ¥ 0.2 0.1 0.1
Total 312.3 247.2 65.1

@ Amounts shown here do not include the supplemental property tax roll and as a result may not exactly match
data presented elsewhere in this forecast

@ Includes Matanuska-Susitna Borough, Cordova and Whittier.

Pipeline Transportation
Property

The full and true value of taxable
pipeline property is determined with
due regard to the economic value of
the property based on the estimated
life of the proven reserves of gas or
unrefined oil that will be transported
by the pipeline. We rely upon several
standard appraisal techniques to value
Alaska pipelines. When market rents
are available, we analyze the income
method under which the value is the
net present worth of all future income
streams of the pipeline. We primar-
ily rely on replacement cost new less
depreciation based on the economic life
of the reserves that feed the pipeline.
This is especially useful when rents are
constrained by the regulatory process or
when market rents cannot be obtained
for use in the income method. The
Trans-Alaska Pipeline from Prudhoe
Bay represents more than 95% of
Alaska’s taxable pipeline transporta-
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tion property. Figure 4-16 illustrates
the property tax distribution between
local communities and the state for FY
2007. The property value is assessed
by the state. A local tax is levied on

the state’s assessed value for oil and

gas property within a city or borough,
and is subject to the local property tax
limitations established in AS 29.45.080
and AS 29.45.100. The state’s mill rate
is effectively 20 mills minus the local
rate.

Petroleum Corporate
Income Tax

Alaska levies two types of corporate
income tax. This section focuses on the
oil and gas corporate income tax. Fore-
casts and discussion of the corporate
income tax as applied to corporations
other than oil and gas corporations can
be found in the Other Revenue section
of this forecast.

An oil and gas corporation’s Alaska
income tax liability depends on the
relative size of its Alaska and worldwide
activities and the corporation’s total
worldwide net earnings. The corpora-
tion’s Alaska taxable income is derived
by apportioning its worldwide taxable
income to Alaska based on the average
of three factors as they pertain to the
corporation’s Alaska operations: (1)
tariffs and sales, (2) oil and gas produc-
tion and (3) oil and gas property.

Historically, oil and gas corporate
income tax revenue has varied greatly
along with oil prices and oil industry
profits. In FY 1982, revenue from this
tax was $668.9 million. As recently

as FY 1994, the oil and gas corporate
income tax generated a mere $17.8
million. For the past several years,
revenues from the oil and gas corpo-
rate income tax have benefitted from
high oil prices and oil industry profits,
generating $594.4 million in FY 2007.
This is a 10% decrease from the $661.1
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generated in FY 2006, which was the
highest level for collections since the
early 1980s.

We produce our forecast of oil and

gas corporate income tax collections
by using an economic model that
employs the statistical relationships
between historical tax payments, crude
oil prices, North Slope oil production
and refinery margins. We then adjust
for refunds and carry-forwards which
cause actual collections to differ from
estimated payments.

We forecast oil and gas corporate
income tax collections of $598.9 in FY
2008 and $594.6 in FY 2009, similar
to FY 2007 collections. This is due in
part to the positive effects of histori-
cally high crude oil prices and fewer
refining bottlenecks roughly offsetting
the declines in Alaska production.

Restricted QOil Revenue

According to Article IX, Section 15 of
the Alaska Constitution, a minimum
of 25% of all mineral lease rentals,
royalties, royalty sale proceeds, federal
mineral revenue sharing payments and
bonuses received by the state must be
deposited into the Alaska Permanent
Fund. In addition, AS 37.14.110
requires a contribution of 0.5% of all
royalties and bonuses to the Public
School Fund Trust. Settlements with,
or judgments against, the oil industry
involving tax and royalty disputes must
be deposited in the Constitutional
Budget Reserve Fund (CBRF).

The state is entitled to 50% of all
bonuses, rents and royalties from oil
development activity in the federal
NPR-A, all of which flows into the

NPR-A Special Revenue Fund. Rev-
enue in the fund each year is available
for appropriation in the form of grants
to municipalities that demonstrate
present or future impact from NPR-A
oil development. Of the revenue not
appropriated to the municipalities,
25% goes to the Permanent Fund,
0.5% goes to the Public School Trust
Fund, and the rest may be appropri-
ated to the Power Cost Equalization
and Rural Electric Capitalization Fund.
Any remaining revenue after these
appropriations lapses into the General
Fund.

Figure 4-17 reflects restricted oil and
gas revenue.

Figure 4-17. Restricted Oil Revenue, FY 2007 and Forecasted FY 2008-2009 ($ million)®

History Forecast

Restricted FY 2007 FY 2008 FY 2009
Royalties to Permanent Fund & School Fund

Royalties, Bonuses & Rents to the Permanent Fund 535.0 617.2 527.0

Royalties, Bonuses & Rents to the School Fund 10.6 12.3 10.5
Subtotal 545.7 629.6 537.6
Settlements to CBREF®W 113.6 20.0 20.0
NPRA Royalties, Rents & Bonuses 12.8 5.2 5.1
Total Restricted 672.1 654.8 562.6

@ The figures in this table do not include a December 2007 settlement in the amount of $379
million deposited into the Constitutional Budget Reserve Fund that will significantly

increase FY 2008 restricted oil revenue.
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5. Other Revenue
(except Federal & Investment)

Figure 5-1. FY 2007 Other Revenue (except Federal & Investment) $1.2 billion

$13 -
$12 1
$11 -
$10 -

Investment $3.9 billion

Federal $2.0 billion

$6 Other (except Federal & Investment)
$1.2 billion

$3 4 Oil $5.2 billion

Restricted $0.7 billion
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Figure 5-2. Total Other Revenue (except Federal & Investment), FY 2007 and Forecasted FY 2008-2009

($ million)
History Forecast
FY 2007 FY 2008 FY 2009

Unrestricted

Taxes 437.3 406.6 390.0
Charges for Services 28.5 28.5 28.5
Fines & Forfeitures 7.2 8.4 8.4
Licenses & Permits 42.0 42.4 43.0
Rents & Royalties 11.8 10.0 10.0
Other 9.7 23.4 14.4
Total Unrestricted 536.5 519.3 494.3
Restricted

Taxes 105.9 132.9 134.8
Charges for Services 228.2 246.3 248.0
Fines & Forfeitures 22.7 34.4 34.6
Licenses & Permits 35.6 36.6 36.9
Rents & Royalties 5.8 5.3 5.3
Other 286.7 122.5 181.8
Total Restricted 684.9 578.0 641.4
Total Other Revenue 1,221.4 1,097.3 1,135.7

General Discussion

Income from sources other than oil,
state investments and federal receipts
includes non-oil taxes, charges for ser-
vices, fines and forfeitures, licenses and
permits, rents and royalties and other
revenue sources. These revenue sources
are divided between unrestricted and
restricted revenues; the amounts of each
are reflected in Figures 5-2 through 5-8
throughout this chapter. Restricted rev-
enue includes money deposited in funds
other than the General Fund, as well as
receipts that are restricted by statute or
that the legislature customarily appropri-
ates for a particular purpose or program,
such as sharing of fish tax revenue with
municipalities.

54 . Other Revenue

Taxes

Alcoholic Beverages Tax

Alcoholic beverage taxes are collected
primarily from wholesalers and distribu-
tors of alcoholic beverages sold in Alas-
ka. The per-gallon tax rates on alcoholic
beverages are $1.07 for beer, $2.50 for
wine and $12.80 for liquor. Qualifying
small brewers pay tax at a rate of $0.35
per gallon for beer. Revenue is deposited
into the General Fund. Fifty percent of
the revenue is deposited into a subfund
of the General Fund, the Alcohol and
Other Drug Abuse Treatment and Pre-
vention Fund, and is treated as restricted
in this forecast.

Opver the past 10 years, alcohol con-
sumption has grown at an average
annual rate of 0.9% for beer, 3.9% for
wine, and 3.2% for liquor. We forecast
that consumption will continue to grow
at these historical average rates.

Charitable Gaming

Under Alaska law, municipalities and
qualified nonprofit organizations may
conduct certain charitable gaming
activities. The purpose of these activities
is to derive public benefit in the form of
money for the charities and revenues for
the state. The Department of Revenue
collects permit and license fees, a 1% net

proceeds fee and a 3% pull-tab tax. We
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forecast that revenues from charitable
gaming activity will remain constant
over the next two fiscal years.

Commercial Passenger
Vessel Taxes

In August 2006, Alaska voters approved
an initiative that imposed new taxes and
fees on commercial passenger vessels
including:

* A per-passenger tax of $46 on com-
mercial passenger vessels with 250 or
more berths. Revenues are deposited
into a subfund of the General Fund,
the Commercial Vessel Passenger
Tax Account. Five dollars of the tax
is distributed to each of the first five
ports of call, and an additional 25%
of the tax is designated for other local
governments impacted by the cruise
ship industry. The entire passenger tax
is considered restricted for purposes
of this forecast. We forecast that
980,000 passengers per year will be
subject to the tax.

* An additional per-berth fee of $4 to
operate the Ocean Ranger program,
which provides for independent ob-
servers of engineering, sanitation and
health practices. This fee is consid-
ered restricted and is included in the
“Charges for Services” section of this
forecast.

* A tax 0of 33% on the adjusted gross
income from gaming or gambling ac-
tivities aboard large passenger vessels
in the state. Revenues are deposited
into a subfund of the General Fund,
the Commercial Vessel Passenger
Tax Account, and will be considered
restricted for purposes of this forecast.
We have not produced a forecast for
this revenue source because calcula-
tions are dependent upon regulations
that are not final.

* Large commercial passenger vessels
are now subject to the Alaska cor-

porate income tax. This is included
in our forecast of corporate income
taxes.

* New penalties for false reporting,
violating environmental regulations
and failing to make proper disclosures
on promotions and shore side activity
sales. Any revenue from these provi-
sions is included in the “Fines and
Forfeitures” section of this forecast.

Corporate Income Tax

Alaska taxes the net income of corpora-
tions doing business in the state. The
exceptions are insurance companies that
pay an insurance premium tax instead
of income tax, and S-corporations are
exempt. Alaska also exempts Limited
Liability Companies.

Alaska imposes the corporate net
income tax at graduated rates from 1%
t0 9.4% on the income the corporation
earns in Alaska. Alaska statutes adopt
the Internal Revenue Code by reference,
both to determine the corporation’s tax-
able income, and for many tax adminis-
tration rules.

Like most other states, Alaska uses
combination and formulary apportion-
ment to determine the Alaska taxable
income of multistate and multinational
corporations. Combination means that
corporations that are under common
ownership and that operate as a single
business, a part of which is conducted
in Alaska, are treated as a single corpo-
ration. In combination, the separate
federal taxable incomes of each corpora-
tion are combined and intercompany
transactions eliminated, to arrive at the
company’s total business income that is
subject to apportionment.

Formulary apportionment means that
Alaska uses a formula to determine the
amount of income earned and taxable in
Alaska. The formula uses an average of
certain ratios (“apportionment factors”)
that reflect income-producing activity in

Alaska as compared to activity every-
where. Most corporations use a formula
based upon property, payroll and sales.
Oil and Gas corporations use a modified
formula.

Taxpayers multiply total business
income by the apportionment factor to
determine Alaska taxable income.

Since 1991, Alaska has applied combi-
nation and apportionment on a “water’s
edge” basis to corporations other than
oil and gas corporations. Generally,
this means that only corporations doing
business in the U.S. are combined. Oil
and gas corporations continue to com-
bine on a worldwide basis.

We produce our forecast of non-petro-
leum corporate income tax collections
by using two economic models: one for
the largest sector in terms of collections
(mining) and one for all other sectors.

The mining sector model is based on the
statistical relationship between histori-
cal tax payments, corporate profits and
zinc prices. Zinc prices are used because
zinc accounts for over half of Alaska
minerals production. The model for

all sectors other than mining is based

on the statistical relationship between
historical tax payments, corporate profits
and crude oil prices. Crude oil prices are
used because the price of oil influences
company profitability in many eco-
nomic sectors in Alaska. After forecast-
ing estimated payments, we then adjust
for refunds, carry-forwards and other
payments that cause actual collections to
differ from estimated payments.

Over the past few years, income tax
revenue from corporations other than
oil and gas corporations has increased
significantly. In FY 2004, revenue from
the tax was $39.6 million. In FY 2007,
revenue increased to $176.9 million.
Much of the growth came from mining,
with collections from that sector grow-
ing from $0.4 million in FY 2004 to
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$71.3 million in FY 2007. We forecast
that total revenues will decline from FY
2007 levels as commodity prices fall,
but still remain above historical levels.
Collections are expected to total $139.4
million in FY 2008 and $129.1 million
in FY 2009.

Electric Cooperative and
Telephone Cooperative Taxes

The electric cooperative tax is based on
kilowatt hours furnished by qualified
electric cooperatives recognized under
Title 10 of the Alaska Statutes. The
telephone cooperative tax is levied on
gross revenue of qualified telephone
cooperatives under Title 10. Revenue
from cooperatives located in municipali-
ties is treated as restricted revenue in this
forecast because it is shared 100% with
the municipalities. The small amount

of revenue collected from cooperatives
outside municipalities is retained by the
state. We forecast that revenues from the
electric and telephone cooperative taxes
will grow according to the overall rate of
inflation.

Estate Tax

The estate tax is levied on the transfer
of an estate upon death. The Alaska
estate tax is tied to the federal tax, with
the amount of the state tax equaling
the maximum state credit allowed on
the estate’s federal return. All revenue
derived from estate taxes is deposited in
the General Fund.

As a result of changes to the federal es-
tate tax, the Alaska estate tax was phased
out completely beginning January 1,
2005. However, revenues continued in
FY 2006 and FY 2007 because of the
15-month filing period and collections
activity. The federal estate tax changes
that caused the state tax to phase out

are currently scheduled to sunset after
December 31, 2010. We forecast no rev-
enue from the estate tax undl FY 2012.
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Fisheries Business Tax

‘The fisheries business tax is levied on
businesses that process fisheries resources
in or export fisheries resources from
Alaska. Although the tax usually is levied
on the act of processing, the tax is often
referred to as a “raw fish tax” because it
is based on the value of the raw fishery
resource. Tax rates vary from 1% to 5%,
depending on whether a fishery resource
is classified as “established” or “devel-
oping,” and whether it was processed

by a shore-based or floating processor.
Revenue from the tax is deposited in

the General Fund. Fifty percent of the
revenue (before credits) is shared to
qualified municipalities and is treated as
restricted in this forecast.

We forecast fisheries business tax rev-
enues based on estimated taxable values
of the major fisheries in the state and
historical effective tax rates. Fisheries
business tax revenue retained by the
state is adjusted by a forecast of tax cred-
its, including Salmon Product Develop-
ment credits, which apply only to the
state portion of the tax.

Fishery Resource
Landing Tax

The fishery resource landing tax is levied
on fishery resources processed outside of
and first landed in Alaska, and is based
on the unprocessed statewide average
price of the resource. The tax is collected
primarily from factory trawlers and
floating processors that process fishery
resources outside the state’s 3-mile limit
and bring their products into Alaska for
shipment. The tax rates vary from 1%
to 3%, based on whether the resource

is classified as “established” or “develop-
ing.” All revenue derived from the tax

is deposited in the General Fund. Fifty
percent of the revenue (before credits) is
shared to qualified municipalities, and is
treated as restricted in this forecast.

We forecast fisheries resource landing

tax revenues based on estimated tax-
able values of the major fisheries in the
state and historical effective tax rates.
Fisheries business tax revenue retained
by the state is adjusted by a forecast of
tax credits which apply only to the state’s
share of the tax.

Insurance Premium Tax

Insurance companies in Alaska pay

an insurance premium tax instead of
corporate income tax, sales or other
excise taxes. Revenue is deposited into
the General Fund and for most types of
insurance, the tax is treated as unre-
stricted revenue. Insurance premium
taxes on worker’s compensation insur-
ance are deposited into a subfund of the
General Fund, the Workers Safety and
Compensation Fund, and are reflected
as restricted in this forecast. The re-
stricted component also includes service
fees paid into the Workers Safety and
Compensation Fund by employers who
are uninsured or self-insured.

We forecast insurance premium tax
revenues based on estimates provided by
the Department of Commerce, Com-
munity and Economic Development’s
Division of Insurance, which adminis-
ters the insurance premium tax, and the
Department of Labor and Workforce
Developments Workers Compensation
Division, which collects worker’s com-
pensation service fees.

Mining License Tax

The mining license tax is a tax ranging
from 0% to 7% on the net income of all
mining operations in the state. Except
for sand and gravel operations, new
mining operations are exempt from the
mining license tax for a period of 32
years after production begins.

Our forecast is produced using a
bottom-up approach that estimates tax
payments for each of the major mines
in the state based on expected minerals



www.tax.alaska.gov

prices and production.

Mining license tax revenues set a record
in FY 2007, benefiting from strong min-
erals prices in calendar year 2006. Like
oil prices, minerals prices have soared in
recent years, with average gold prices in-
creasing 123% from 2001 to 2006 and
average zinc prices surging 308% from
2002 to 2006 (zinc accounts for more
than half of Alaska’s non-petroleum

mineral production).

Section 3 of this forecast presents
historical and forecast minerals prices.
Our minerals price forecasts assume that
minerals prices will remain at historically
high levels, while declining somewhat
from recent records. These assumptions
are based on analysis of expert forecasts
and commodities futures markets.

We forecast that FY 2008 will be anoth-
er record year for the mining license tax,
with nearly $80 million in collections.
Expected moderation in minerals prices
should lead to somewhat lower collec-
tions in future years. However, min-

ing license tax revenue could decrease
significantly if minerals prices return to
historical levels.

Motor Fuel Tax

The motor fuel tax is imposed on all
motor fuel sold, transferred or used
within Alaska. Per gallon rates are 8
cents for highway use, 5 cents for ma-
rine fuel, 4.7 cents for aviation gasoline,
3.2 cents for jet fuel, and 8 cents or 2
cents for gasohol, depending on the sea-
son, location and EPA mandate. Motor
fuel taxes are collected primarily from
wholesalers and distributors licensed as
qualified dealers. Various uses of fuel are
exempt from tax, including fuel used for
heating or flights to or from a foreign
country. All revenue derived from motor
fuel taxes is deposited in the General
Fund. Sixty percent of the taxes attribut-
able to aviation fuel sales at municipal
airports are shared with the respective

municipalities, and are treated as re-
stricted for purposes of this forecast.

We forecast motor fuel tax revenue
based on Energy Information Agency
projections for U.S. motor fuel con-
sumption growth.

Tire Fee

The tire fee has two components. The
first component is a tax of $2.50 on

all new tires sold in Alaska for motor
vehicles intended for highway use. The
second component is an additional $5
fee per tire on all new tires with heavy
studs sold in Alaska, and a $5 fee per tire
on the installation of heavy studs on a
previously un-studded tire.

We forecast tire fee revenue based on the
expected number of vehicle registrations
in the state.

Seafood Assessments

and Taxes

The Department of Revenue administers
five different programs that raise money
through seafood assessments and taxes.
The rates for these assessments and taxes
are determined by a vote of the appro-
priate association within the seafood
industry, by members of the Alaska
Seafood Marketing Institute, or by the
Department of Revenue.

The five programs are:

* The seafood marketing assessment,
which applies to all seafood products
made or first landed in Alaska and all
unprocessed products exported from

Alaska.

* The dive fishery management assess-
ment, which is levied on the value of
fishery resources taken using dive gear
in a designated management area.

* 'The regional seafood development
tax, which is levied on the value of
fishery resources in a designated man-
agement area.

* The salmon enhancement tax, which
is levied on salmon sold or exported
from designated aquaculture regions.

* 'The cost recovery fisheries assessment,
a new program authorized in 2006.
This program allows hatcheries to
establish a common property fishery
and recoup costs through an assess-
ment on fishery resources taken in
the terminal harvest area. So far, no
hatcheries have elected to use this
program as a funding source.

Although revenue received under these
assessments is deposited in the General
Fund, funds are treated as restricted rev-
enue in this forecast because they are set
aside for the legislature to appropriate
for the benefit of the seafood industry,
either in marketing or in management
and development of the industry.

‘We forecast salmon enhancement tax
revenue based on the estimated taxable
value of Alaska’s salmon fishery and his-
torical effective tax rates. All other sea-
food assessments are reflected as receipt
supported services under the Charges for
Services section of this forecast and are
not forecast individually.

Tobacco Tax

The tobacco tax is levied on cigarettes
and tobacco products sold, imported or
transferred into Alaska. Tobacco taxes
are collected primarily from licensed
wholesalers and distributors. There are
two components to the tobacco tax:
the cigarette tax and the other tobacco
products tax.

The tax rate on cigarettes was increased
from $1.60 to $1.80 per pack on July
1, 2006, and from $1.80 to $2.00 per
pack on July 1, 2007. Of the cigarette
tax, $0.76 per pack is deposited into
the School Fund, and is considered
restricted revenue. All cigarette and
tobacco products license fees are also

deposited in the School Fund. The
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remainder of the cigarette tax revenue is
deposited into the General Fund, with
incremental revenues as a result of the
2006 and 2007 tax rate increases going
entirely to the General Fund (the $0.76
per pack to the School Fund did not
change). Of the General Fund portion,
8.9% is deposited into a subfund of the
General Fund, the Tobacco Use Educa-

We forecast cigarette tax revenue based
on projected average consumption
declines of 4% annually. We also expect
some reduction in consumption due to
the effects of higher prices caused by the
July 1, 2007, tax increase. Our forecast
does not include the effects of any pos-
sible increase in the federal excise tax on
cigarettes.

such as cigars and chewing tobacco, is
75% of the wholesale price and is depos-
ited entirely in the General Fund.

We forecast that moderate increases in
wholesale prices and consumption will
result in other tobacco products tax
revenue continuing to increase at the 10-
year average rate of about 4% annually.

tion and Cessation Fund, and is treated

_ A The tax rate on other tobacco products,
as restricted in this forecast.

Figure 5-3. Other Taxes, FY 2007 and Forecasted FY 2008-2009 ($ million)

History Forecast
Unrestricted FY 2007 FY 2008 FY 2009
Sales & Use Tax
Alcoholic Beverage 17.1 18.5 18.5
Tobacco Products — Cigarettes 35.3 36.5 36.5
Tobacco Products — Other 8.5 8.9 9.5
Electric & Telephone Cooperative 0.2 0.2 0.2
Insurance Premium 46.5 48.1 48.5
Motor Fuel Tax 39.2 39.4 39.8
Tire Fee 1.5 1.5 1.5
Vehicle Rental 8.0 8.2 8.5
Subtotal 156.3 161.3 163.0
Corporate Income Tax (non oil and gas) 176.9 139.4 129.1
Fish Tax
Fisheries Business 17.1 18.0 18.6
Fishery Resource Landing 5.3 5.6 5.8
Subtotal 22.4 23.6 24.4
Other Tax
Mining 79.1 79.8 71.0
Estate 0.1 0.0 0.0
Charitable Gaming 2.5 2.5 2.5
Subtotal 81.7 82.3 73.5
Total Unrestricted Taxes 437.3 406.6 390.0

58 - Other Revenue



www.tax.alaska.gov

Figure 5-3. Continued

History Forecast

Restricted FY 2007 FY 2008 FY 2009
Sales & Use Tax

Alcoholic Beverage (alcohol & drug treatment) 18.0 17.6 18.5

Insurance Premium/Other (worker’s safety & compensation)” 9.4 8.0 8.1

Electric & Telephone Cooperative (municipal share) 3.9 4.0 4.1

Tobacco — Cigarettes (school fund) 27.0 24.6 24.6

Tobacco — Cigarettes (tobacco use cessation) 3.3 3.6 3.6

Motor Fuel Tax — Aviation (municipal share) 0.1 0.1 0.1
Subtotal 61.7 57.9 59.0
Fish Tax

Fisheries Business (municipal share) 17.9 18.9 19.4

Fishery Resource Landing (municipal share) 59 6.2 6.4

Salmon Enhancement (aquaculture association share) 4.4 4.8 4.9
Subtotal 28.2 29.9 30.7
Other Taxes & Fees

Commercial Passenger Vessel Tax (state share) 12.0 33.8 33.8

Commercial Passenger Vessel Tax (municipal & region share) 4.0 11.3 11.3
Subtotal 16.0 45.1 45.1
Total Restricted Taxes 105.9 132.9 134.8
Grand Total 543.2 539.5 524.8

@ In addition to the worker’s compensation insurance premiums for the Insurance Premium Tax, this amount also includes
services fees from employers who are self-insured.
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Vehicle Rental Tax

The vehicle rental tax is a 10% tax on
most passenger vehicle rentals of 90
days or less, and a 3% tax on rentals of
recreational vehicles for 90 days or less.
The vehicle rental tax provisions became
effective January 1, 2004.

We forecast that vehicle rental tax revenue
will increase with the overall rate of
inflation.

Charges for Services

The charges for services category in-
cludes fees and other program charges
for state services. Revenues reported in
this category do not include all charges
for state services—just those that do
not fit into other categories in this
report.

Most of these receipts are considered
restricted revenue because they are
returned to the program where they
were generated. The only unrestricted
revenues listed in this category come
from charges that do not have program
receipt designations, or are not other-
wise segregated and appropriated back
to a program. Many of the charges

for services are small amounts that we
have grouped into the broad catego-
ries “General Government,” “Natural
Resources” and “Other.” Most revenue
from these categories is forecast as
constant over the next two fiscal years.
FY 2007 restricted “General Govern-
ment” revenue was much higher than
prior years, and we forecast a return to
the average for the past five years. The
largest categories of charges for services
are listed separately and are discussed
below.
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Marine Highway Fund

The Alaska Marine Highway Fund is

a subfund of the General Fund and
receives revenue from state ferry system
operations. The legislature has discre-
tion over how the revenue is allocated.
Because revenues are customarily ap-
propriated for Alaska Marine High-
way operations, they are considered
restricted for this forecast. We forecast
Marine Highway Fund receipts based
on revenue expectations in the Alaska
Marine Highway System business plan.

Commercial Passenger

Vessel Fees

Commercial passenger vessel fees paid
into the Environmental Compliance
Fund come from two sources: ocean
ranger fees and environmental compli-
ance fees. All fees paid into the fund
are considered restricted for purposes of
this forecast. We forecast Environmen-
tal Compliance Fund receipts based on
an estimated 980,000 passengers per
year.

The ocean ranger fee is a per-berth fee
of $4 that applies to commercial pas-
senger vessels with 250 or more berths.
The fee is levied to support the Ocean
Ranger program, which provides for
independent observers of engineering,
sanitation and health practices aboard
the vessels. This fee was imposed as
part of an initiative passed by voters in
August 2000, and is covered in more
detail in the “Taxes” section of this
forecast. Our forecast is based on the
current $4 per-berth ocean ranger fee
and does not account for any possible
increase in the fee.

Environmental compliance fees are

levied on commercial passenger vessels
with over 50 berths. Fees range from
$75 to $3,750 per vessel based on the
number of berths, and funds are used
to support environmental compliance
programs.

Program Receipts
Under AS 37.05.142 — 37.05.146,

receipts from authorized state pro-
grams are accounted for separately and
appropriated to administer the source
program, implement laws related to the
program, or cover costs associated with
collecting the receipts. Some programs
with program receipt authority are not
included in our Charges for Services
category because they are reported else-
where in this forecast or because they
do not generate revenue available for
general appropriation.

We forecast program receipt revenues
based on discussions with the Gover-
nor’s Office of Management and Bud-
get and analysis of the most recent bud-
get expectations for these categories.

Program receipts listed in this section are:

* Receipt supported services, which
includes state services such as Alaska
Pioneer Homes and occupational
licensing that are funded by program
receipts. Some seafood assessments are
included in this category.

* Statutorily designated program re-
ceipts, which include money received
from sources other than the state or
federal government and restricted by
the terms of a gift, grant, bequest or
contract.

* Regulatory Commission of Alaska
(RCA) receipts, which are regulatory
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Figure 5-4. Charges for Services, FY 2007 and Forecasted FY 2008-2009 ($ million)

History Forecast
Unrestricted FY 2007 FY 2008 FY 2009
General Government 26.1 26.1 26.1
Natural Resources 2.1 2.1 2.1
Other 0.3 0.3 0.3
Total Unrestricted 28.5 28.5 28.5
Restricted
General Government 7.4 2.9 2.9
Natural Resources 0.5 0.5 0.5
Cruise Ship Ranger Fee 3.5 4.8 4.8
Marine Highway Receipts 48.4 53.2 54.9
Receipt Supported Services 112.9 99.4 99.4
Statutorily Designated 33.9 61.2 61.2
RCA Receipts 7.7 8.9 8.9
Test Fisheries Receipts 1.6 2.5 2.5
Timber Sale Receipts 1.2 0.8 0.8
Oil & Gas Conservation 4.4 4.8 4.8
DCCED Business Licenses 6.7 7.3 7.3
Total Restricted 228.2 246.3 248.0
Grand Total 256.7 274.8 276.5
cost charges and user fees levied on wells and pipelines. sources are forecast either as constant
utilitie§ and pipelines to fund costs of Business license fees collected by the with FY 2006 (unre.stricted) or at the
regulation. 4-year average (restricted).

Department of Commerce, Commu-
o Test fisheries receipts, generated by nity and Economic Development. Tobacco Settlement
the Department of Fish and Game
from selling fish caught during testing

the commercial viability of fisheries.

The Tobacco Master Settlement Agree-
ment was signed by 46 states (includ-
Fines and F()l‘feitures ing Alaska) in November 1998 and
dictates annual payments to each of the
states. All tobacco settlement revenue
is considered restricted for purposes
of this forecast. Eighty percent of the
o Qil and Gas Conservation Com- of receipts under this category is the settlement revenue is earmarked for the
mission receipts, which are fees and multi-state tobacco settlement. Other Northern Tobacco Securitization Corpo-
charges for regulation of oil and gas ration for payments on bonds that were

* Timber sale receipts, which are used
to fund the timber disposal program
of the Department of Natural Re-

sources.

Fines and forfeitures include civil and

criminal fines and forfeitures and money
received by the state from the settlement
of civil lawsuits. The largest single source

Fall 2007 Revenue Sources Book - 61



Alaska Tax Division ® Department of Revenue

sold based on the future revenue stream.
The remaining 20% of the revenue is
deposited into the Tobacco Use Educa-
tion and Cessation Fund, a subfund of
the General Fund.

‘The tobacco settlement includes a “non-
participating manufacturer adjustment”
provision that allows for a reduction in
payments to the settling states if an arbi-
trator determines that: (a) the Original
Participating Manufacturers lose a speci-
fied amount of market share to Non-

Participating Manufacturers (NPM) in
a calendar year; (b) the disadvantages
experienced as a result of the settlement
were a significant factor contributing to
this market share loss; and (c) a settling
state did not have in effect and diligently
enforce a Qualifying Statute during that
calendar year. Alaska’s tobacco settle-
ment payments were reduced under this
provision in FY 2007. We forecast that
FY 2008 and FY 2009 payments will
include reductions of $3.6 million and

$3.1 million, respectively, for this NPM
adjustment. The state plans to litigate
this issue and expects that the payment
reductions will be returned to the state
at the conclusion of the litigation.

Tobacco settlement payments are based
on a complex formula that takes into ac-
count several factors including declines
in cigarette consumption and inflation.
We forecast that cigarette consumption
will decline at an annual rate of 4% and
inflation will be 2.75%. In FY 2008,

Figure 5-5. Fines & Forfeitures, FY 2007 and Forecasted FY 2008-2009 ($ million)

History Forecast

Unrestricted FY 2007 FY 2008 FY 2009
Fines & Forfeitures 7.2 8.4 8.4
Total Unrestricted 7.2 8.4 8.4
Restricted

Tobacco Settlement (North Tobacco Securitization Corporation) 16.8 26.3 26.5
Tobacco Settlement (Tobacco Use Education & Cessation Fund) 4.2 6.6 6.6
Other 1.7 1.5 1.5
Total Restricted 22.7 34.4 34.6
Grand Total 29.9 42.8 43.0

payments will increase because Alaska
will receive the first of ten incremental
payments that compensate for expenses
in executing the litigation that led to
the tobacco settlement. We forecast that
payments will continue to be reduced
by the non-participating manufacturer
adjustment described above.

Licenses and Permits

Licenses and permits represent govern-
ment revenue derived from charges for
participating in activities regulated by
the state. The majority of the receipts
under this category are from motor vehi-

62 - Other Revenue

cle registration and fishing and hunting
license fees. Alcoholic beverage license
fees are also forecast separately. There are
several other small license and permit
fees which are forecast as constant in
coming years; these are summarized in
the “Other Fees” category.

Alcoholic Beverage Licenses

Alcoholic beverage licenses are required
to manufacture or sell alcoholic bever-
ages in Alaska. Licenses are issued by the
Alcoholic Beverage Control Board and

revenue is deposited into the General

Fund. All of the revenue from biennial
license fees collected within municipali-
ties, excluding annual wholesale fees and
biennial wholesale license fees, is shared
with the municipalities and treated as re-
stricted for purposes of this forecast. We
forecast little change in revenue because
alcoholic beverage license issuance is
limited based on population.

Fishing and Hunting
License Fees

Fishing and hunting licenses are issued
by the Alaska Department of Fish and
Game for participation in various fish-
ing, hunting and related activities. The
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majority of these fees are appropriated
to a special revenue fund called the Fish
and Game Fund. Money in the fund
may only be spent for fish and game
management purposes. Beginning with
20006 licenses, a surcharge is in effect on
certain sport fishing licenses with the
revenue funding new sport fishing facili-
ties in the state. We forecast fishing and

hunting license fee revenue based on
expectations of the Alaska Department
of Fish and Game.

Motor Vehicle Registration Fees

Motor vehicle registration fees are col-
lected by the Division of Motor Vehicles
within the Department of Administra-
tion. Most are considered unrestricted

license and permit revenue; however,
some registration fees are considered
restricted receipt supported services and
are reflected in the Charges for Services
section of this forecast. We forecast
motor vehicle registration fee revenue
based on expectations of the Division of
Motor Vehicles.

Figure 5-6. Licenses & Permits, FY 2007 and Forecasted FY 2008-2009 ($ million)

History Forecast

Unrestricted FY 2007 FY 2008 FY 2009
Alcoholic Beverage Licenses 1.0 1.0 1.0
Motor Vehicles 38.5 38.9 39.5
Other Fees 2.5 2.5 2.5
Total Unrestricted 42.0 42.4 43.0
Restricted
Hunting & Fishing

Hunting & Fishing Fees (fish & game fund) 31.4 32.3 32.6

Sanctuary Fees (fish & game fund) 0.3 0.4 0.4
Subtotal 31.7 32.7 33.0
Other Fees 3.1 3.1 3.1
Alcoholic Beverage License (municipal share) 0.8 0.8 0.8
Subtotal 3.9 3.9 3.9
Total Restricted 35.6 36.6 36.9
Grand Total 77.6 79.0 79.9

Rents and Royalties
Y Cabin Rentals Coal Royalties

Rents and royalties from sources other
than oil and gas fall into three catego-
ries: cabin rentals, coal royalties and
other non-petroleum rents and royalties.

All rents and royalties from oil and gas
are reported in the Oil Revenue section
of this forecast.

The Department of Natural Resources
operates over 50 public use cabins

in Alaska’s state parks and elsewhere.
Rental and other fees generated from
these cabins are deposited in the General
Fund. We forecast that revenue will
remain steady unless there are significant
changes in fees or cabin usage.

As with oil and gas production, the state
earns revenue from coal production that
occurs on state lands leased for explora-

tion and development. As the landown-
er, the state earns revenue from leases

as: (1) upfront bonuses, (2) annual rent

charges and (3) retained royalty interest

in coal production.
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Of the total revenue received from coal
royalties, 74.5% is deposited into the
General Fund, 25% is deposited into
the Permanent Fund and the remaining
0.5% goes to the School Fund. The Per-
manent Fund and School Fund portions
are treated as restricted in this forecast.

We forecast coal royalties based on the
estimated value of coal production in
Alaska. The value is estimated based on
constant production volumes and coal
price forecasts from the U.S. Depart-
ment of Energy, Energy Information

Agency.
Other Non-petroleum Rents
and Royalties

The state receives revenue from the leas-
ing, rental and sale of state land. While
all of these revenues are deposited into
the General Fund, some are deposited in
subfunds of the General Fund and are
treated as restricted for purposes of this

forecast. This category includes revenue
from minerals royalties that do not fall
into the oil and gas or coal royalties cate-
gories. We forecast other non-petroleum
rents and royalties based on the average
revenue over the past five years.

Other

This category includes unclaimed
property transfers, transfers to the state
from component organizations and
miscellaneous revenues. Miscellaneous
revenues, which include contribu-
tions to the state and other revenues,
are projected at the four-year average.
Unclaimed property and transfers from
component organizations are discussed
below.

Unclaimed Property

Alaska’s Unclaimed Property statutes
require businesses and corporations to
report unclaimed intangible property

to the state. Property is reportable if an
owner cannot be located, the owner has
not cashed a property check, or an ac-
count has not had any owner-initiated
activity for at least three years. Un-
claimed property may include check-
ing accounts, customer deposits and
over payments, gift certificates, unpaid
wages, and security related accounts.
The state holds the property in trust
until the owner or his or her legal heir
claims it. Each year, the unclaimed
property trust account is evaluated and
the excess of the working trust balance
is transferred to the General Fund.

No transfer was processed during FY
2007. Instead, the $10 million transfer
planned for FY 2007 was processed

in FY 2008. We anticipate an addi-
tional $5.5 million transfer in FY 2008,
bringing the total transfer to $15.5

Figure 5-7. Rents & Royalties, FY 2007 and Forecasted FY 2008-2009 ($ million)

History Forecast

Unrestricted FY 2007 FY 2008 FY 2009
Other Non-Petroleum Rents and Royalties 10.2 8.4 8.4
Coal Royalties 1.3 1.3 1.3
Cabin Rentals 0.3 0.3 0.3
Total Unrestricted 11.8 10.0 10.0
Restricted

Other Non-Petroleum Rents and Royalties 5.3 4.8 4.8
Coal Royalties 0.5 0.5 0.5
Total Restricted 5.8 5.3 5.3
Grand Total 17.6 15.3 15.3
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million. Transfers in following years

are expected to be $6.5 million per
year. We forecast unclaimed property
revenue based on estimates prepared by
the Unclaimed Property Group of the

Department of Revenue.

Transfers from Component
Organizations

Each year, the state receives money in
the form of transfers from component
organizations, such as the Alaska Housing
Finance Corporation, frequently in the
form of dividends. Component organi-
zations are covered in more detail in the
Public Corporations & the University
of Alaska section of this forecast. Some
component organizations do not make

transfers to the state, and as a result not
all component organizations are listed
here.

Actual transfers for FY 2007 are reflect-
ed in draft tables from the Comprehen-

sive Annual Financial Report. Forecasts
for FY 2008 and FY 2009 transfers are

over time for multi-year capital projects.
Second, amounts presented here include
funds that are transferred to the state
and then appropriated to the component
unit for operations.

based on discussions with the Governor’s

Ofhice of Management and Budget
and analysis of the most recent budget
expectations for these categories.

Transfers from component organizations

presented here may differ from those
presented in the Public Corporations
& University of Alaska section for two
reasons. First, the amounts presented
here account differently for funds paid

Figure 5-8. Other Revenue, FY 2007 and Forecasted FY 2008-2009 ($ million)

History Forecast

Unrestricted FY 2007 FY 2008 FY 2009
Miscellaneous 9.7 7.9 7.9
Unclaimed Property 0.0 15.5 6.5
Total Unrestricted 9.7 23.4 14.4
Restricted

Alaska Housing Finance Corporation 38.0 75.3 59.8
Alaska Industrial Development & Export Authority 57.6 10.0 22.0
Alaska Municipal Bond Bank Authority 0.4 1.1 1.0
Alaska Student Loan Corporation 40.0 1.2 64.1
Alaska Energy Authority 0.0 0.0 0.0
Miscellaneous ) 150.7 34.9 34.9
Total Restricted 286.7 122.5 181.8
Grand Total 296.4 145.9 196.2

@ Revenue shown under account codes for “other” or “contributions” in the Alaska State Accounting System for General Fund subfunds

and special revenue funds.
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6. Federal Revenue

Figure 6-1. FY 2007 Federal Revenue $2.0 billion
$13 -
$12 -
$11 -
$10 -

Investment $3.9 billion

$8 - Federal $2.0 billion
$6 Other (except Federal & Investment)
$1.2 billion

$3 Oil $5.2 billion

$1 - Restricted $2.0 billion
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Figure 6-2. Total Federal Revenue to the State, FY 2007 and Forecasted FY 2008-2009 ($ million)

History Forecast

FY 2007 FY 2008 FY 2009
Unrestricted
Federal Receipts 0.0 0.0 0.0
Restricted
Federal Receipts 1,971.9 2,524.1 2,524.1
Grand Total 1,971.9 2,524.1 2,524.1

The federal government continues to
play a significant role in Alaska’s econ-
omy. In Federal Fiscal Year (FFY) 2005
(the most recent data available) the
federal government spent $9.2 billion
in total direct expenditures in Alaska.”
The majority of that spending came
from the activities of various federal
agencies, including defense spending,
procurement contracts, retirement and
disability payments, wages, loans and
grants. Another $1.3 billion was spent
on other federal assistance, such as loan
guarantees and insurance.

In FFY 2005, Alaska received $1.84 for
every dollar paid in federal taxes.? On
a per capita basis, more federal money
is spent in Alaska than in any other
state (see Figure 6-3). For FFY 2005,
federal direct expenditures in Alaska
increased by 9.7% from FFY 2004.

Among federal agencies, the Depart-
ment of Defense spends the most in
Alaska, followed by the Department of

Health and Human Services (see Figure

6-4). Together, these two departments
account for about half (53%) of all
federal direct spending in the state. Not
surprisingly, a large portion of fed-

eral money flows into Alaska through
salaries of federal employees. However,
34% of all federal direct spending
comes in the form of grants, mostly to
state and municipal governments, and
to nonprofit organizations.

In FY 2007, the State of Alaska
received and spent nearly $2 billion

in federal funds. This federal funding

is generally restricted to specific uses
such as road improvements, Medicaid
payments and aid to schools. Poten-
tial changes to federal law, differing
federal and state fiscal years and varying
numbers of eligible Alaskans in certain
programs make forecasting federal rev-
enue difficult. The estimates we present
for FY 2008 and FY 2009 are from the
Office of Management and Budget and
are based on state agency projections of
potential federal revenues.

For FY 2008, the state is budgeted

to receive more than $2.5 billion in
federal receipts. The same amount is
predicted for FY 2009. Most federal
funding requires state-matching money.
The budgeted state match and the top
three budgeted categories for federal
spending in Alaska are included in
Figure 6-5.

It is important to note that the state
routinely budgets for federal funds

in excess of expected allotments. The
legislature authorizes state agencies

to receive and spend the maximum
that federally funded programs might
receive, while the actual appropriation
amounts are generally less. In addi-
tion, some of the funding granted for
multi-year capital projects is received
and spent in years following the one
in which the money is procured. All
federal funds, whether spent in the op-
erating or capital budget, are restricted
by legislative appropriation to specific
uses.

W U.S. Census Bureau Consolidated Federal Funds Report for FY 2005, U.S. Department of Commerce, Washington, D.C. 20233,

htep://harvester.census.gov/cffr/asp/Reports.asp.

@ Tax Foundation’s “Federal Spending in Each State per Dollar of Federal Taxes,” www.taxfoundation.org/research/show/266.html.
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Figure 6-3. FFY 2005 Federal Spending per Capita, Top Six States
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Figure 6-4. Total Federal Spending in Alaska, FFY 2005

By Distributing Agency By Appropriation Category
$ Million Percent $ Million Percent
Defense 3,217.3 35% Grants 3,131.2 34%
Health & Human Services 1,633.9 18% Salaries & Wages 1,848.0 20%
Social Security 705.4 8% Procurement 2,412.0 26%
Other Agencies 3,673.1 40% Retirement & Disability 1,154.2 13%
Other Direct Payments 684.3 7%
Total 9,229.7 100% Total 9,229.7 100%
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Figure 6-5. Federal Spending, FY 2007 and Forecasted FY 2008 - 2009 ($ million)

History Budgeted Budgeted
FY 2007 FY 2008 FY 2009
State Match Requirement

Operating Budget 404.2 428.2 428.2
Capital Budget 99.8 77.9 77.9
Total 504.0 506.1 506.1

Top Spending Categories

Transportation Projects 1,087.3 542.0 542.0
Medicaid 810.8 749.2 749.2
Education (K-12, University of Alaska) 365.9 382.4 382.4
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Figure 7-1. FY 2007 Investment Revenue $3.9 billion
$13 4
$12 4
$11
$10 4

Investment $3.9 billion

Federal $2.0 billion

$6 Other (except Federal & Investment)
$1.2 billion

Unrestricted $0.1 billion
$3 Qil $5.2 billion

$2 Restricted $3.7 billion
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Figure 7-2. Total Investment Revenue, FY 2007 and Forecasted FY 2008-2009 ($ million) @

History Forecast

Unrestricted FY 2007 FY 2008 FY 2009
Investments 137.1 180.6 106.9
Interest Paid by Others 1.6 1.6 1.6
Total Unrestricted 138.7 182.2 108.5
Restricted

Investments 44.7 48.2 32.6
Constitutional Budget Reserve Fund @ 180.7 167.7 160.5
Other Treasury Managed Funds 41.2 25.1 26.9
Alaska Permanent Fund 3,471.2 2,570.3 2,557.1
Total Restricted 3,737.8 2,811.3 2,777.1
Grand Total 3,876.5 2,993.5 2,885.6

 Governmental Accounting Standards Board (GASB) principles require the recognition of changes in the value of
investments as income or losses at the end of each trading day, whether the investment is actually sold or not.

@ The figures in this table do not include a December 2007 settlement in the amount of $379 million deposited into the
Constitutional Budget Reserve Fund that will significantly increase FY 2008 restricted oil revenue.

Investment Forecast

To forecast investment revenue for

the current fiscal year—FY 2008—we
combine actual performance through
September 30, 2007, with a projection
for the remainder of the year. Forecasts
and estimated capital market median
returns are based on information sup-
plied by the state’s investment consul-
tant, Callan Associates Inc., and their

5-year capital market estimated returns.
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Unrestricted
Investment Revenue

Unrestricted investment revenue is
earned on the General Fund non-
segregated investments managed by
the Treasury Division. Interest Paid by
Others is interest received by the state
other than on its investments. QOil and
gas royalty interest, production tax
interest, and corporate income tax in-
terest are included in the Oil Revenue
section of this forecast.

Restricted Investment
Revenue

Restricted investment revenue consists
of earnings from governmental funds,
the Constitutional Budget Reserve
Fund (CBRF), other Treasury-managed
governmental funds and the Alaska
Permanent Fund.
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Figure 7-3. Unrestricted Investment Revenue, FY 2007 and Forecasted FY 2008-2009 ($ million)

History Forecast
Unrestricted FY 2007 FY 2008 FY 2009
Investments 137.1 180.6 106.9
Interest Paid by Others 1.6 1.6 1.6
Total 138.7 182.2 108.5

Figure 7-4. Restricted Investment Revenue, FY 2007 and Forecasted FY 2008-2009 ($ million)

History Forecast
Restricted FY 2007 FY 2008 FY 2009
Investments 44.7 48.2 32.6
Constitutional Budget Reserve Fund 180.7 167.7 160.5
Other Treasury Managed Funds 41.2 25.1 26.9
Alaska Permanent Fund 3,471.2 2,570.3 2,557.1
Total 3,737.8 2,811.3 2,777.1

U The figures in this table do not include a December 2007 settlement in the amount of $379 million deposited into the Constitutional
Budget Reserve Fund that will significantly increase FY 2008 restricted oil revenue.

@ Annual unrealized and realized earnings from Permanent Fund Figure 7-11.
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Figure 7-5. Callan Associates Inc.’s 5-year Capital Market Estimated Returns

%/Year Median %/ Year
Asset Class Benchmark for Asset Class Expected Return Expected Risk
Equities
U.S. Broad Callan Associates Inc. (CAI) Broad 9.00% 16.90%
U.S. Large Cap Standard & Poors (S&P) 500 8.85% 16.40%
U.S. Small Cap CAI small 9.85% 22.70%
International Equity Morgan Stanley Capital international EAFE 9.20% 20.10%
Fixed Income
Domestic Broad Market Lehman Brothers Aggregate 5.25% 4.50%
Domestic Short Term (cash equivalent) | Three-month U.S. Treasury Bill 4.00% 0.80%
Domestic Intermediate Merrill Lynch 1- to 5-year government 4.40% 3.10%
International Salomon Brothers non-U.S. Government 5.15% 9.60%
Other
Real Estate CRES 7.60% 16.50%
Inflation CPI-U 2.75% 1.40%

As of November 1, 2007

The continued volatility in the world’s financial markets makes focus on the “Expected Risk” column (far right in the table above) particularly ap-
propriate. The numbers in the Expected Risk column represent a statistical measure called standard deviation, which is the most commonly used

measure of risk in the investment world. The standard deviation is a measure of the dispersion of data around its mean. The analyst can use this mea-
sure of dispersion to provide a range of possible outcomes at any desired level of confidence. In the data in this table, the level of confidence is set at
67% or one standard deviation. A higher level of confidence would require a broader range. For example, Callan estimates an average annual return
for the domestic broad market fixed-income asset class of 5.25% and an expected risk for that asset class of 4.5%. That means Callan is forecasting
that two-thirds of the time the annual return for the domestic broad fixed-income asset class will fall between 0.75% (the median expected average
annual return of 5.25% minus the expected risk of 4.5%) and 9.75% (the median expected return plus the expected risk). A prediction at 95%
confidence would run from -3.75% to 14.25%, too broad a range to be useful.

The probability that a particular asset class or portfolio will have a negative return over a given period of time is another way to reflect the riskiness

of that asset class or portfolio.
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Figure 7-6. Investment Revenue Summary, FY 2007 and Forecasted FY 2008-2009 ($ million)

Asset Allocation
Treasury Pool Percent Allocation Performance Benchmark
Short-term, Fixed-income Pool 33% Three-month U.S. Treasury Bill
Intermediate-term, Fixed-income Pool 67% Memll Lynch 1- to 5-year government
index

Investment Balance September 30, 2007 $4,414.0 million
Projected Annual Rate of Return 4.3%
Probability of Negative Return Over 1 Year 2.5%
Actual Total Investment Income, FY 2007 $66.3 million
Actual Total Investment Income, FY 2008 $181.8 million
Projected Total Investment Income, FY 2009 | $119.8 million

History Forecast

FY 2007 FY 2008 FY 2009
Investment Revenue Unrestricted 137.1 180.6 106.9
Investment Revenue Restricted® 447 48.2 32.6
Total 181.8 228.8 139.5

) Includes subfunds of the General Fund.

Fall 2007 Revenue Sources Book - 75



Alaska Tax Division ® Department of Revenue

Figure 7-7. Constitutional Budget Reserve Fund Cash Flows Investment Revenue Summary, FY 2007 and

Forecasted FY 2008-2009"

Asset Allocation Regular Account

Treasury Pool

Percent Allocation

Performance Benchmark

Asset Allocation Special Subaccount

Treasury Pool

Percent Allocation

Short-term, Fixed-income pool 4% Three-month U.S. Treasury Bill
Intermediate-term, Fixed-income Pool 76% Merrill Lynch 1- to 5-year government index
Broad Market Fixed-income Pool 20% Lehman Brothers aggregate bond index
Regular Balance September 30, 2007 $2,079.3 million

Projected Annual Rate of Return 4.6%

Probability of Negative Return Over 1 Year 8.0%

Performance Benchmark

Broad Market Fixed-income Pool 36% Lehman Brothers aggregate bond index
Domestic Equity Pool 45% Russell 3000 Index
International Equity Pool 19% MSCI EAFE Index
Special Subaccount Balance September 30, 2007 | $578.8 million
Projected Annual Rate of Return 7.7%
Probability of Negative Return Over 1 Year 24.3%
Total Investment Income History Forecast

FY 2007 FY 2008 FY 2009
Regular Account 105.6 122.3 111.7
Special Subaccount 75.1 45.4 48.8
Total 180.7 167.7 160.5

@ The figures in this table do not include a December 2007 settlement in the amount of $379 million deposited into the Constitutional
Budget Reserve Fund that will significantly increase FY 2008 restricted oil revenue.
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Figure 7-8. Constitutional Budget Reserve Fund Cash Flows, FY 2007 and Forecasted FY 2008-2009

($ million)

History Forecast

FY 2007 FY 2008 FY 2009
Beginning Cash Balance CBRF 2,235.7 2,548.2 2,942.2
Beginning Main Account Balance 1,774.6 1,980.6 2,329.2
Earnings on Main Account Balance ? 105.6 122.3 111.7
Petroleum Tax, Royalty Settlements © 101.1 20.0 20.0
Loan to GF (prior year) 0.7) 0.0 0.0
Loan to GF (current year) 0.0 206.3 141.1
Ending Main Account Balance 1,980.6 2,329.2 2,602.0
Beginning Special Subaccount Balance 492.5 567.6 613.0
Earnings on Special Subaccount Balance @ 75.1 45.4 48.8
Loan to GF from Special Subaccount 0.0 0.0 0.0
Ending Special Subaccount Balance 567.6 613.0 661.8
Total CBRF Balance 2,548.2 2,942.2 3,263.8

) The figures in this table do not include a December 2007 settlement in the amount of $379 million deposited into the Constitutional
Budget Reserve Fund that will significantly increase FY 2008 restricted oil revenue.

@ The earnings estimate for the main account is 4.558% and the earnings estimate for the special subaccount is 7.486%. These projec-
tions are based on 2006 Callan’s capital market assumptions and Department of Revenue, Treasury Division’s asset allocation.

© Settlement estimates are provided by the Department of Revenue and Department of Law, net of annual Federal Minerals Manage-
ment Service payments.

Fall 2007 Revenue Sources Book - 77



Alaska Tax Division ® Department of Revenue

Figure 7-9. Public School Trust Investment Revenue Summary, FY 2007 and Forecasted FY 2008-2009

($ million)

Asset Allocation

Treasury Pool

Percent Allocation

Performance Benchmark

Broad Market Fixed-income Pool 55% Lehman Brothers aggregate index
Domestic Equity Pool 45% Russell 3000 Index
Public School Fund Balance September 30, 2007 $381.3 million
Projected Annual Rate of Return 6.9%
Probability of Negative Return Over 1 Year 20.5%
Total Investment Income & Distributable
Income ($ million)

History Forecast
Unrestricted FY 2007 FY 2008 FY 2009
Public School Trust Total Investment Income 40.8 24.8 26.5
Public School Trust Distributable Income 14.6 13.9 14.3

Figure 7-10. Alaska Children’s Trust Investment Revenue Summary, FY 2007 and Forecasted FY 2008-2009

($ million)

Asset Allocation

Treasury Pool Percent Allocation Performance Benchmark

Broad Market Fixed-income Pool 18% Lehman Brothers aggregate index

International Equity Pool

24%

Morgan Stanley Capital International (EAFE)

Domestic Equity Pool

58%

Russell 3000 Index

Alaska Children’s Fund Balance September 30, 2007

$12.9 million

Projected Annual Rate of Return 8.4%
Probability of Negative Return Over 1 Year 27.2%
Total Investment Income & Distributable
Income ($ million)

History Forecast
Unrestricted FY 2007 FY 2008 FY 2009
Alaska Children’s Trust Total Investment Income 1.9 1.0 1.1
Alaska Children’s Trust Distributable Income 0.4 0.3 0.4
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Figure 7-11. Permanent Fund Managed by the Permanent Fund Corporation, FY 2007 and Forecasted FY

2008-2009" ($ million)

History Forecast
Reserved Assets — Principal FY 2007 FY 2008 FY 2009
Total Reserved Assets — Beginning Balance 30,324.9 33,694.5 35,443.2
Contributions & Appropriations
Contributions & Appropriations — Beginning Balance 26,104.2 27,496.9 28,879.5
Dedicated Petroleum Revenue 532.3 609.7 530.7
Inflation Proofing Transfer from Realized Earnings % 860.4 772.9 808.8
Deposits to Principal and Settlement Earnings 0.0 0.0 0.0
Subtotal Contributions & Appropriations 27,496.9 28,879.5 30,219.0
Unrealized Appreciation/Depreciation
Appreciation/Depreciation — Beginning Balance 4,220.7 6,197.6 6,563.7
Annual Unrealized Gain/Loss 1,976.9 366.1 552.9
Subtotal Unrealized Appreciation/Depreciation 6,197.6 6,563.7 7,116.6
Total Reserved Assets — Ending Balance 33,694.5 35,443.2 37,335.5
Realized Earnings Account
Realized Earnings Account — Beginning Balance 2,584.8 4,131.6 4,648.5
Annual Realized Earnings 3,471.2 2,570.3 2,557.1
Dividend Payment to State of Alaska ©© (1,021.7) (1,251.1) (1,359.0)
Inflation Proofing Transfer to Reserved Assets (860.4) (772.9) (808.8)
Other Transfers to Reserved Assets 0.0 0.0 0.0
Other Appropriations Out of Fund (42.3) (29.4) (27.7)
Realized Earnings Account — Ending Balance 4,131.6 4,648.5 5,010.2
Market Value — Total Fund Invested Assets Value
Contributions & Appropriations — End-of-year Balance 27,496.9 28,879.5 30,219.0
Unrealized Appreciation/Depreciation End-of-year Balance 6,197.6 6,563.7 7,116.6
Realized Earnings End-of-year Balance (statutory earnings) 4,131.6 4,648.5 5,010.2
Fund Balance (market value) End-of-year Balance 37,826.1 40,091.6 42,345.7
Total Reported Earnings
Annual Unrealized Gain/Loss 1,976.9 366.1 552.9
Annual Realized Earnings 3,471.2 2,570.3 2,557.1
Reported Earnings 5,448.1 2,936.4 3,110.1

1 Data projected using September 30, 2007, financial statements and the fall 2007 revenue forecast. Callan Associates Inc.’s 2007 capital

market assumptions result in 7.77% median expected total return for FY 2008 and FY 2009. @ Inflation proofing is required by statute AS
37.13.145(c). The inflation rate used for FY 2007 is 3.23%; Callan Associates Inc.s inflation rate of 2.75% was used to project inflation proof-
ing for FY 2008. @ The Permanent Fund dividend payment is recorded as a liability at fiscal year end and is paid out the following month.
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8. State Endowment Funds

This section compares important at-
tributes of six endowment funds. The
University of Alaska endowment is
included in this comparison because

it is one of Alaska’s public endowment
funds that uses the annual distribution
calculation method typical of the vast
majority of endowments in the United
States and Canada.V

The fiduciary for each of these endow-
ment funds has the responsibility for
establishing an asset-allocation policy
for the fund. Figure 8-1 on the next
page compares the asset-allocation poli-
cies for these endowments.

Under the standards adopted by the
Governmental Accounting Standards

Board (GASB), public funds calculate
and report their income by recogniz-
ing changes in the value of securities as
income, or losses, as they occur at the
end of each trading day. They do this
regardless of whether the securities are
actually sold and the income, or losses,
are taken or realized. All six of these
endowments report annual income

on this basis. However, as reflected in
Figure 8-2 on the next page, four of
them use other measures of annual
income for determining their distribu-
tions. These include the Alaska Per-
manent Fund and the Mental Health
Trust Fund, both administered by the
Alaska Permanent Fund Corporation,

the Public School Trust and the Alaska

Children’s Trust.

In determining the amount of income
available for distribution each year for
the two funds managed by the Alaska
Permanent Fund Corporation, gains or
losses on individual investments are not
recognized until the investment is sold.
For calculating distributable income for
the Public School Trust and the Alaska
Children’s Trust, only interest earned
and dividends received are treated as
income. Gains and losses in the value
of individual investments are never rec-
ognized as income. By law, those gains
and losses remain with the principal of

the fund.

" The predominant practice, making annual distributions of 4% to 5% of the market value of the endowment, developed following a 1968 Ford
Foundation study. See The Ford Foundation Managing Educational Endowments (New York, New York; 1968).
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Figure 8-1. Target Percent Asset Allocation—State Endowment Funds

Cash U.S. | International U.S. International | Global Real Alternative | Total
Bonds Bonds Equities Equities Equities Estate Investments

Alaska Permanent Fund 0 23 3 27 13 14 10 10 100
Mental Health Trust 0 23 3 27 13 14 10 10 100
Public School Trust 0 55 0 45 0 100
Alaska Children’s Trust 0 20 0 58 22 100
Power Cost Equalization 0 41 0 42 17 100
Dnlversity of Alaska 3 | 175 0 26 11 8.5 24| 100

Alaska Permanent Fund

Mental Health Trust

Public School Trust

Alaska Children’s Trust

Power Cost Equalization Endowment

University of Alaska Endowment

Figure 8-2. Calculation of Annual Income—State Endowment Funds

Financial Reporting
of Income

Distributable Income

GASB (recognize gains and losses
based on change in market value)

GASB (recognize gains and losses
based on change in market value)

GASB (recognize gains and losses
based on change in market value)

GASB (recognize gains and losses
based on change in market value)

GASB (recognize gains and losses
based on change in market value)

GASB (recognize gains and losses
based on change in market value)

Interest earnings + dividends paid
+ gains and losses on investments
actually sold

Interest earnings + dividends paid
+ gains and losses on investments
actually sold

Interest earnings + dividends paid;
gains and losses on value of securities
are never income, they become part
of principal

Interest earnings + dividends paid;
gains and losses on value of securities
are never income, they become part
of principal

GASB (recognize gains and losses
based on change in market value)

GASB (recognize gains and losses
based on change in market value)
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Figure 8-3. Distributable Income Determination—State Endowment Funds

Alaska Permanent Fund

The annual distribution for the Permanent Fund Dividend follows the formula in AS 37.13.140-.150, which specifies that 10.5% of the past
five years' total realized income shall be paid out as dividends but also sets the limitation that the annual distribution may never exceed
50% of the balance in the fund’s Realized Earning Account (REA). The 50% limitation has never been triggered.

Mental Health Trust

The Mental Health Trust Board adopted a policy, beginning in FY 2001, to distribute 3.5% a year of the market value of the fund’s total
assets. The distribution rate had been 3% for FY 1996-1998 and 3.25% for FY 1999-2000. Because of recent declines in market value, the
board is exploring a redefinition of “principal” so that losses in market value would be proportionally allocated to the principal account and
the earnings account rather than assigning the entire value of any losses to the earning account.

Public School Trust

The annual distribution is 4.75% of a five-year moving average of the fund's principal market value so long as that amount does not
exceed the interest and dividend earnings available in the earnings account. The trust has accumulated a sizable earnings account
balance, providing a cushion for the fund to maintain its annual distributions in a sustained bear market.

Alaska Children’s Trust

The annual distribution is 4.75% of a five-year moving average of the fund principal’s market value so long as that amount does not
exceed the interest and dividend earnings available in the earnings account. The trust has accumulated a sizable earnings account
balance, providing a cushion for the fund to maintain its annual distributions in a sustained bear market.

Power Cost Equalization Endowment

The annual distribution is 7% of the fund’s market value. For the initial transition years, state statute specifies that the fund shall use the
market value on February 1 for the subsequent fiscal year's distribution. Thereafter, the fund is to distribute each year 7% of the monthly
average market value for a specified 36-month period.

University of Alaska Endowment
The annual distribution is 5% of a 5-year moving average of the market value of the fund.
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Figure 8-4. Inflation-Proofing Procedures—State Endowment Funds

Alaska Permanent Fund

An annual appropriation is needed to inflation proof the principal of the Permanent Fund (but not the accumulated earnings) pursuant

to AS 37.13.145. The legislative appropriation requires a transfer from the Realized Earnings Account to the fund’s principal an amount
equal to the calculated U.S. Consumer Price Index’s effect on the value of the principal, comprised of oil and gas royalty contributions
and legislative appropriations. The Alaska Permanent Fund Corporation’s Trustees have proposed a constitutional amendment that would
inflation proof the entire fund—the principal and accumulated earnings—by limiting the annual distribution of earnings to 5% of a five-year
moving average of the market value of the fund.

Mental Health Trust

The Mental Health Trust Authority has adopted two policies to inflation proof the fund. First, it limits distributions to 3.5% of the fund'’s
market value. (The authority’s ultimate goal, after further building up the principal, is to distribute 5% of the fund's market value each year,
which would still allow enough retained earnings to inflation proof the fund.) Second, the authority also has adopted a policy transferring
money from the reserve account to the principal whenever the reserve exceeds four times the annual income distribution, to help build up
the fund'’s principal.

Public School Trust
The asset-allocation policy is such that—when combined with the requirement that the fund’s capital gains and losses remain part of the
principal—the retained capital gains are adequate to inflation proof the fund.

Alaska Children’s Trust
The asset-allocation policy is such that—when combined with the requirement that the fund’s capital gains and losses remain part of the
principal—the retained capital gains are adequate to inflation proof the fund.

Power Cost Equalization Endowment
The legislature, in selecting a 7% distribution policy, expressly elected not to inflation proof this fund, but rather to distribute all, or almost
all, of its anticipated annual earnings.

University of Alaska Endowment
The university’s distribution policy of 5% of the moving five-year average of the fund’s market value should allow for retained earnings to
inflation proof the fund.
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9. Public Corporations &
University of Alaska

Public Corporations
The state has established the following

public corporations to carry out certain
public policies:

e Alaska Housing Finance
Corporation (AHFC)

¢ Alaska Industrial Development and
Export Authority (AIDEA)

* Alaska Energy Authority (AEA)

* Alaska Student Loan Corporation

(ASLC)

* Alaska Municipal Bond Bank
Authority (AMBBA)

* Alaska Aerospace Development
Corporation (AADC)

* Alaska Railroad Corporation (ARC)

These seven corporations and the
University of Alaska are components
of state government whose activities

are accounted for in the state’s Com-
prehensive Annual Financial Report
separately from the activities of primary
state government. Information in this
section is provided by these corpora-
tions.

Four of these corporations pay some
portion of their income as an annual
“dividend” to the state. They include
the Alaska Housing Finance Corpora-
tion, Alaska Industrial Development
Authority, Alaska Student Loan Cor-
poration and Alaska Municipal Bond
Bank Authority.

The members of the AIDEA Board of
Directors also serve as Board of Di-
rectors of AEA, though AIDEA and
AEA continue to exist as separate legal

entities. AEA has no employees, and
AEA contracts to have AIDEA employ-

ees administer AEA programs. Other
corporations have their own staffs and
boards. While neither the sale of bonds
nor the expenditure of bond proceeds
by these corporations are subject to the
state’s Executive Budget Act, expen-
ditures for the day-to-day administra-
tion of all of these corporations except
the Alaska Railroad are subject to the
Executive Budget Act.

'The Alaska Commission on Postsec-
ondary Education (ACPE) administers
the ASLC programs. The ASLC has no
employees, and the executive director
of the ACPE serves as the executive of-
ficer of the ASLC.

The six figures that follow in this sec-
tion summarize the activities of these
corporations.
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Figure 9-1. Public Corporations—Missions

Alaska Housing Finance Corporation

Using proceeds from the sale of bonds backed by its corporate assets, AHFC purchases home mortgages from Alaska banks. Income
from payments on these mortgages repays bond holders and adds to the corporation’s income, thereby enabling the corporation, since FY
1991, to pay an annual dividend and/or return of capital to the state. In addition to ensuring that Alaskans, especially Alaskans of low and
moderate income and those in remote and underdeveloped areas of the state, have adequate housing at reasonable cost, the corporation
administers federally and state funded multi-residential, senior and low-income housing, residential energy and home weatherization
programs. In recent years, the legislature has authorized AHFC to finance the construction of schools, University of Alaska housing and
other capital projects identified by the legislature.

Alaska Industrial Development and Export Authority

By lending money, guaranteeing loans or becoming an owner, AIDEA makes financing available for industrial, export and other business
enterprises in Alaska. The corporation earns money from interest on its loans, investments, leases and operations of its properties. The
corporation has paid an annual dividend to the state since FY 1997.

Alaska Energy Authority

AEA provides loans to utilities, communities and individuals to pay for the purchase or upgrade of equipment and for bulk fuel purchases.
Additionally, the agency administers the Power Cost Equalization program, subsidizing rural electric costs with the Power Cost Equalization
Endowment. AEA also receives federal and state money to provide technical advice and assistance in energy planning, emergency
response management, energy infrastructure construction and conservation in rural Alaska. AEA owns and, under contractual agreements,
operates and maintains state-owned power projects, such as Bradley Lake and the Alaska Intertie.

Alaska Student Loan Corporation

The Alaska Student Loan Corporation uses proceeds from bond sales to finance education loans made by the Alaska Commission on
Postsecondary Education. Loan repayments satisfy bond obligations and enhance the corporation’s capital asset base. Alaska statutes
authorize the board of directors to annually declare a return to the state of a portion of its net income. The board has declared return of
capital payments for each year beginning in FY 2001 through FY 2007. Alaska statutes also authorize the corporation to issue bonds for
the purpose of financing projects of the state. Those bonds in aggregate may not exceed $280 million.

Alaska Municipal Bond Bank Authority

The Bond Bank loans money to Alaska municipalities for capital improvement projects. The bank's larger capital base, its reserve funds
and its credit rating enable it to sell bonds at lower interest rates than the municipalities could obtain on their own. The Bond Bank earns
interest on the money it holds in reserve and has returned a dividend to the state every year since 1977.

Alaska Aerospace Development Corporation
The corporation operates and maintains a commercial spaceport in Kodiak, Alaska and provides commercial rocket vehicle launch support
services. It promotes space-related business, research, education and economic growth in the State of Alaska.

Alaska Railroad Corporation
The corporation operates freight and passenger rail services between Seward and Fairbanks, including a spur line to Whittier. In addition,
the corporation generates revenues from real estate it owns.
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Figure 9-2. Public Corporations—State Capitalization

Alaska Housing Finance Corporation

The legislature appropriated $739.9 million in cash and $292.5 million in mortgages held by the General Fund to the corporation between
1976 and 1984. The payments on those mortgages and additional mortgages purchased with the cash have helped build the corporation’s
asset base and allow it to return some capital to the state each year. In 1993, AHFC received an additional $27.7 million in cash and $9.3
million in equity when the legislature merged the Alaska State Housing Authority with this corporation.

Alaska Industrial Development and Export Authority
Between 1981 and 1991, the State of Alaska transferred various loan portfolios worth $297.1 million and $69.2 million in cash to this
corporation.

Alaska Energy Authority

The legislature established the AEA in 1976 to finance and operate power projects. This corporation has also administered rural energy
programs at various times, including the present. As a result of legislatively mandated reorganizations, capital has moved into and out of
the corporation. At the end of FY 2001, this corporation reported contributed capital of $963.5 million.

Alaska Student Loan Corporation
In FY 1988, the state transferred $260 million of existing student loans to this corporation. Additional appropriations of cash between FY
1988 and FY 1992 totaled $46.7 million.

Alaska Municipal Bond Bank Authority

Between 1976 and 1986, the legislature appropriated $18.6 million to the Bond Bank to be used for backing bond issues. In addition, the
legislature gave the Bond Bank $2.5 million in 1981 to fund a direct loan by a municipality. The municipality repaid the loan and the Bond
Bank retained the appropriation.

Alaska Aerospace Development Corporation
Since 1993, the state has contributed $10.9 million from the Science and Technology Endowment.

Alaska Railroad Corporation
The state bought the railroad from the federal government in 1985. The purchase price of $22.7 million was recorded as the state’s
capitalization.
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Figure 9-3. Public Corporations—Financial Facts, FY 2007 ($ million) ©

Total  Assets Less Liabilities Unrestricted Net FY 2007 Operating Total

Assets Book Value Assets Budget Positions @
Alaska Housing Finance Corporation $4,896.9 $1,684.5 $832.2 $47.7 291
Alaska Industrial Development & Export Authority @ | $1,196.1 $898.7 $895.6 $8.0 66
Alaska Energy Authority @ $791.6 $629.3 $450.2 $31.2 See AIDEA @
Alaska Student Loan Corporation $1,050.7 $181.2 $33.3 $11.3 112
Alaska Municipal Bond Bank Authority $510.9 $39.8 $4.9 $0.5 1
Alaska Aerospace Development Corporation © $108.0 $93.7 $5.5 $24.1 38
Alaska Railroad Corporation © $714.2 $183.6 $97.1 $95.7 807

@ All figures are effective as of June 30, 2007, except for the Alaska Railroad which reports on a calendar year basis.

@ Permanent Full Time (PFT), Permanent Part Time (PPT) and Temporary (TMP) are included in total positions.

© The Alaska Industrial Development and Export Authority (AIDEA) and Alaska Energy Authority (AEA) report financial data on a fiscal year basis.

Assets, liabilities and net assets in the table are from audited June 30, 2007 financial statements.

@ AIDEA provides staff for the activities of AEA. A significant portion of AIDEA’s 66 member staff is engaged in AEA programs.

© Unaudited.

©  The Alaska Railroad reports financial data on a calendar year basis. Assets and book value shown in this table are from audited December 31, 2006,
financial statements. The operating budget figure shown here is for CY 2006.
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Figure 9-4. Public Corporations—Revenue & Net Income, FY 2007 ($ million)

Revenue Operating Income Net Income
Alaska Housing Finance Corporation $345.0 $40.5 ($305.6)
Alaska Industrial Development & Export Authority $84.4 $47.5 $43.1
Alaska Energy Authority @ $287.0 ($17.8) $214.1
Alaska Student Loan Corporation $40.3 $23.3 $12.0
Alaska Municipal Bond Bank Authority $22.2 $0.9 $0.9
Alaska Aerospace Development Corporation® $20.6 ($4.0) ($3.8)
Alaska Railroad Corporation © $147.7 $4.3 $10.4

" The Alaska Industrial Development and Export Authority and Alaska Energy Authority report financial data on a fiscal

year basis, and are increases (decreases) in Net Assets.

@ The Alaska Aerospace Development Corporation operating income includes $4.2 million of depreciation expense.
Financial data is reported on a fiscal year basis and the reported financial data is from audited June 30, 2007 financial
statements.

© The Alaska Railroad reports financial data on a calendar year basis. Revenue and Operating Income shown in this table
are for CY 2006. Revenue, operating income and net income in the table are from audited June 30, 2006 financial
statements.
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Figure 9-5. Public Corporations—Dividends to the State

Alaska Housing Finance Corporation

The Twenty-Third Legislature, in 2003, enacted SCSHB 256 (the “2003 Act”) which added language to the Alaska Statutes to modify and
incorporate the Transfer Plan. As approved and signed into law by the Governor, the Transfer Plan calls for annual transfers as follows: FY
2005, $103 million; FY 2006, $103 million; FY 2007, the lesser of 95% net income or $103 million; FY 2008, the lesser of 85% net income
or $103 million; FY 2009 and thereafter, the lesser of 75% of the corporation’s net income or $103 million.

Alaska Industrial Development and Export Authority

By statute, AIDEA must make available to the state each year not less than 25% and not more than 50% of its total net income for a
base year, defined as the year two years prior to the dividend year. The dividend is further limited to no more than the total amount of its
unrestricted net income in the base year (AS 44.88.088). Net income is defined in the statutes.

Alaska Energy Authority
AEA does not pay a dividend or return capital to the state on a regular basis. However, in FY 2000 this corporation returned $55.6 million
of contributed capital to the Railbelt Energy Fund and the General Fund.

Alaska Student Loan Corporation

This corporation, at the discretion of its board of directors, may make available to the state a return of contributed capital or dividend for
any base year in which the net income of the corporation is $2 million or more. A base year is defined as the year two years before the
payment year. If the board authorizes a payment, it must be between 10% and 35% of net income for the base year (AS 14.42.295). The
corporation may also issue bonds in an aggregate amount not to exceed $280 million, for the purpose of financing projects of the state as
those projects may be identified by law (AS 14.42.220).

Alaska Municipal Bond Bank Authority
By statute, the Bond Bank annually returns earnings or income of its reserve fund, in excess of expenses, to the state.

Alaska Aerospace Development Corporation
AADC does not pay a dividend or return capital to the state.

Alaska Railroad Corporation
The corporation does not pay a cash dividend to the General Fund.
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Figure 9-6. Public Corporations—Operating Expenses & Dividends ($ million)

Expenses Dividends

Actual FY 2007  Budget FY 2008  Actual FY 2007  Budget FY 2008

Alaska Housing Finance Corporation $40.5 $48.2 $45.5 $81.4
Alaska Industrial Development & Export Authority $7.4 $7.8 $16.7 $10.0
Alaska Energy Authority @ $29.4 $31.4 N/A N/A
Alaska Student Loan Corporation $11.3 $11.3 $1.9 $1.2
Alaska Municipal Bond Bank Authority $0.5 $0.7 $0.5 $0.8
Alaska Aerospace Development Corporation @ $20.2 $24.1 N/A N/A
Alaska Railroad Corporation N/A N/A N/A N/A

M Actual cash transfers in any given year may vary because some of this money is earmarked for multi-year capital projects.

@ The Alaska Industrial Development and Export Authority and Alaska Energy Authority report financial data on a fiscal year basis. Actual
operating expenses and dividends are for the fiscal year ended June 30, 2007.

® Alaska Aerospace Development Corporation report financial data on a fiscal year basis and the reported data is from audited June 30, 2007
financial statements. Expenses on schedule excludes $4.2 million in depreciation expense that is included in reported operating income on

Schedule 9-4.

University of Alaska

Figure 9-7. University of Alaska ($ million)

Lands & Facilities Total Assets Unrestricted Net FY 2008 FY 2008
June 30,2007 June 30, 2007 Assets Operating Budget Total Positions
$736.9 © $1,134.8 $60.9 $798.8 4,871

O Includes depreciation of $634.9 million.
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Revenue. A-1

Glossary of Terms

Constitutional Budget Reserve
Fund (CBRF)

Created by voters in 1990, the Consti-
tutional Budget Reserve Fund receives
proceeds from settlements of oil, gas,
and mining tax and royalty disputes.
The legislature may, with a three-
quarters majority vote in each chamber,
withdraw money from the fund.

Federal Revenue

When the federal government gives
money to states, it restricts how that
money can be used. Highway and air-
port construction funds, Medicaid and
education funding cannot be used for
other purposes. In addition to restrict-
ing how the money is spent, the federal
government often requires states to put
up matching funds to qualify for the
federal funding.

General Fund Revenue

General Fund Revenue has different
meanings in different contexts. In the
state’s official financial reports, General
Fund Revenue is used to designate the
sum of General Purpose Unrestricted
Revenue, General Fund sub-account
revenue, program receipts and fed-

eral dollars spent through the Gen-
eral Fund. In budget-writing context,
General Fund revenue has a definition
similar to General Purpose Unrestricted
Revenue.

Permanent Fund GASB (or
Market) Income

Under standards adopted by the
Governmental Accounting Standards
Board (GASB), the Permanent Fund’s
income—and that of any other govern-
ment fund—is the difference between
the purchase price of the investments
and their market value at a given point
in time, plus any dividends, interest

or rent earned on those investments.
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Under GASB standards, the Permanent
Fund does not have to sell the invest-
ment to count the gain or loss as it
changes value. It is called “marking to
market,” that is, measuring the value of
the fund’s investments by the current
market price. This can produce a much
different picture than Permanent Fund
statutory income, which does not re-
flect fluctuating investment values until
the assets are sold.

Permanent Fund Statutory
Income

The annual Permanent Fund dividend
is based on statutory income. This is
the sum of realized gains and losses of
all Permanent Fund investment trans-
actions during the year, plus interest,
dividends and rents earned by the fund.
Though the legislature may appropri-
ate the earnings for any purpose it
chooses, the historical practice has been
to restrict the use of realized income to
dividends and inflation proofing, and
then either leave the excess in the Real-
ized Earnings Account or transfer it to
the principal of the Permanent Fund.

Restricted Program Receipts
Revenue is earmarked in state statute
or by contract for specific purposes
and is usually appropriated back to the
program that generated the revenue.
Examples include University of Alaska
tuition payments, marine highway
receipts, payments to various revolv-
ing loan funds and public corporation
receipts. Some of this revenue is actu-
ally dedicated as a consequence of the
provisions of Article 18, Section 11 of
the Alaska Constitution. The remain-
der, while statutorily earmarked, may
be appropriated to purposes other than
those reflected in statute if the legisla-
ture so chooses.

Restricted Revenue

Restricted revenue represents any rev-
enues that are not considered General
Purpose Unrestricted Revenue. Reve-
nue restricted by the constitution, state
or federal law, trust or debt restrictions,
or by customary practice. The legis-
lature can at any time remove restric-
tions that are solely imposed by either
Alaska statute or customary practice.
Program receipts, revenues allocated

to sub-accounts of the General Fund,
and General Fund revenues customar-
ily shared with other entities, are all
considered restricted revenues for the
purposes of this report.

General Purpose Unrestricted
Revenue

Revenue not restricted by the constitu-
tion, state or federal law, trust or debt
restrictions or customary practice.
Most legislative and public debate over
the budget each year centers on this
category of revenue. In deriving this
figure from General Fund revenues,
we have excluded General Fund sub-
account revenue, as well as customarily
restricted revenues such as shared taxes
and marine highway receipts.
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Revenue. A-2

General Fund Unrestricted Revenue Matrices, with Price and Cost Sensitivity, FY 2008-2010
($ million)

FY 2008* FY 2009 FY 2010
At forecasted production of 0.731 mmbbls/day At forecasted production of 0.701 mmbbls/day At forecasted production of 0.693 mmbbls/day
ANS Total capital & operating costs ANS Total capital & operating costs ANS Total capital & operating costs
$ibarrel In dollars/barrel $ibarrel In dollars/barrel $ibarrel In dollars/barrel
$15 $18 $21 $15 $18 $21 $15 $18 $21
$50 N/A N/A N/A $50 3,356 3,044 2,743 $50 3,380 3,126 2,858
$55 N/A N/A N/A $55 3,862 3,505 3,204 $55 3,940 3581 3,313
$60 5105 4,747 4,386 $60 4509 4,060 3,663 $60 4594 4,200 3,807
$65 5,737 5311 4,938 $65 5202 4,718 4,275 $65 5296 4,869 4,442
$70 6,408 5,950 5,498 $70 5,942 5423 4,946 $70 6,042 5,583 5121
$75 7,253 6,758 6,269 $75 6,728 6,174 5,664 $75 6,835 6,343 5,847
$80 8,087 7,560 7,038 $80 7,562 6,974 6,430 $80 7,673 7,149 6,618
$85 9,116 8554 7,994 $85 8,440 7,817 7,240 $85 8,558 8,001 7,436
$90 10,244 9,646 9,049 $90 9,367 8,709 8,099 $90 9,490 8,900 8,301

*FY 2008 is unusual in that companies will receive a 20% credit for only half of the capital costs incurred. This is due to the 2-year capital credit "spread” required under the
ACES tax plan. The remainder of the year's credits will be taken in the following fiscal year.

In addition to price and production, revenue estimates under the Petroleum Profits Tax are dependent on annual spending by petroleum producers and explorers.
Estimates for these spending plans will likely change from those anticipated in this forecast as new information becomes available. The above estimates also do not
consider how company investment decisions would change with an increase or a decrease in oil price.

FY 2009 General Fund Unrestricted Revenue, with Price Sensitivity,

5100 ($ billion)
$9.0
$8.0
$7.0
$6.0
FY 2009 Forecasted General Fund Revenue
$5 O 7llIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIII IIIIIIlIIIIIIIlllIIIlIIIIIllIIIIIIIIIIIIIIIIIIIIIIIIIII
FY 2009 General Fund budget, includin;
$4.0 Education fupdirgarried forward from { J\Proiected FY 2009 General Fund
ior-fisCal years
$3.0 1
$2.0 FY 2009
ANS Price
Forecast
$1.0 \
$0.0 T T T T T T T
$50 $55 $60 $65 $70 $75 $80 $85 $90

ANS WC Price per Barrel
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Revenue. A-S

General Purpose Unrestricted Revenue—History

($ million)
FY 1998 1999 2000 2001 2002 2003 2004 2005 2006 2007
TAX REVENUE

Property Tax 51.3 48.8 45.0 45.1 49.6 48.7 47.3 42.5 54.5 65.6
Sales/Use
Alcoholic Beverages 11.8 12.2 12.7 12.0 12.9 14.1 16.4 17.3 17.6 17.1
Tobacco Products 15.4 15.2 16.3 16.3 15.5 16.3 16.0 25.1 354 43.8
Insurance Premium 33.7 28.4 28.7 32.2 34.1 39.0 43.7 459 44.3 46.5
Electric and Telephone Cooperative 2.3 3.7 0.2 0.2 0.1 0.2 0.2 0.2 0.2 0.2
Motor Fuel Tax 35.6 37.8 41.9 375 40.2 37.2 41.2 394 42.0 39.2
Vehicle Rental tax 0.0 0.0 0.0 0.0 0.0 0.0 2.7 7.5 7.7 8.0
Tire Fee 0.0 0.0 0.0 0.0 0.0 0.0 0.8 1.6 1.6 15
Total 98.8 97.3 99.8 98.2 1028 1068 121.0 1370 1488 156.3
Income Tax
General Corporate 534 53.8 56.3 59.5 53.4 417 39.6 618 138.0 1769
Petroleum Corporate 200.1 145.1 162.7  338.1 1784 1511 2988 5240 6611 5944
Total 2535 1989 2190 3976 2318 1988 3384 5858 799.1 7713

Severance Tax

Oil and Gas Production 5644  358.6 6932 6944 4867 589.8 6427 8549 11917 22822
Oil and Gas Conservation 1.6 14 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Oil and Gas Hazardous Release 11.8 1.1 9.5 9.4 9.6 9.2 9.2 8.3 7.8 10.1
Total 5778 3711 7027 7038 4963 5990 6519 8632 1,1995 2,292.3
Fish Tax
Fisheries Business Tax 28,5 25.9 18.2 15.4 12.7 13.8 14.9 10.7 15.4 17.1
Fish Landing 3.8 5.9 2.2 4.1 2.6 6.9 25 3.9 4.7 5.3
Other® 9.8 9.2 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Total 42.1 41.0 204 195 153 20.7 174 14.6 20.1 224
Other Tax
Estate 55 17 25 2.7 31 1.2 2.3 15 0.6 0.1
Mining® 3.4 1.7 0.5 0.4 3.2 10.3 18.6 79.1
Charitable Gaming® 2.3 2.4 25 2.6 2.4 25 2.4 2.5
Other® 3.9 2.9 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Total 9.4 4.6 8.2 6.8 6.1 4.2 7.9 14.3 21.6 81.7
TOTAL TAX REVENUE 10329 7617 1,0951 1271.0 9019 9782 1,1839 16574 22436 3,389.6

(continued on next page)
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General Purpose Unrestricted Revenue—History (continued from prior page)

($ million)

FY 1998 1999 2000 2001 2002 2003 2004 2005 2006 2007
NON TAX REVENUE

Licenses and Permits 74.6 63.7 68.4 37.3 42.2 33.6 41.8 42.7 41.0 42.0

Intergovernmental Receipts

Federal Shared Revenues 2.2 0.8 1.0 0.3 0.0 0.0 0.0 0.0 0.0 0.0
Charges for Services 72.0 70.6 43.7 27.0 19.1 13.9 111 17.9 218 28.5
Fines and Forefeitures 377 125 46.2 33.6 6.6 7.0 16.0 9.4 85 7.2

Rents and Royalties

Oil and Gas Royalties-Net 4804 3226 7278 781.0 5757 8257 11,0428 14011 17722 15838

Oil and Gas Bonuses, Rertts, 230 256 41 183 201 146 133 188 119 292

Interest® ©

Non-petroleum Rents and 89 106 97 109 9.3 6.2 7.8 9.3 88 118

Royalties

Other 0.8 0.3 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Total 5123 3591 7416 8102 6051 8465 10639 14292 17929 16248
Investment Earnings® 606 465 481 676 431 590 97 247 533 1387
Miscellaneous Revenue 335 373 37.6 349 423 9.4 19.2 75 39.3 9.7

Sub-Total NON-TAX
REVENUE

Petroleum Special Settlements 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
TOTAL NON-TAX REVENUE 7929 5905 986.6 10109 7584 9694 1,161.7 15314 1,956.8 1,850.9

7929 5905 986.6 10109 7584 9694 11617 1,5314 1956.8 1,850.9

TOTAL TAX REVENUE 10329 7617 10951 12710 9019 9782 1,1839 16574 22436 3,389.6

TOTAL GENERAL PURPOSE

UNRESTRICTED REVENUE 18258 1,352.2 2,081.7 2,2819 1,660.3 1,947.6 23456 3,1838.8 4,2004 5,240.5

@ General Purpose Unrestricted Revenue includes those revenues that are not restricted by statute or custom, as reported elsewhere in this publication. A
summary of historical General Purpose Unrestricted Revenue can be found on the Tax Division's web site at: www.tax.alaska.gov/sourceshook/GeneralFund-
UnrestrictedRevenueHistory.pdf

@ Prior to FY 2000, data presented are for General Fund unrestricted revenue. This amount is higher than General Purpose Unrestricted Revenue because the

data include certain revenues that are restricted by custom, such as fisheries tax revenues shared.

Prior to FY 2000, other fish tax included certain customarily restricted fisheries tax revenues.

Prior to FY 2000, mining license tax and charitable gaming receipts are included in “Other.”

These categories are primarily composed of petroleum.

Starting in FY 2001, interest earnings are included in oil and gas royalties and excluded from investment earnings.

CEIGINCIC]
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Revenue. A-4a

General Purpose Unrestricted Petroleum Revenue—History

($ million)

FY 1998 1999 2000 2001 2002 2003 2004 2005 2006 2007
Petroleum Corporate Income Tax 200.1 145.1 162.7 338.1 178.4 1511 298.8 524.0 661.1 594.4
Production Tax 5778 3711 7027 7038 4963 5990 6519 8632 11995 22923
Petroleum Property Tax 51.3 48.8 45.0 45.1 49.6 48.7 47.3 42.5 54.5 65.6
Oil and Gas Royalties-Net® 480.4 322.6 727.8 781.0 575.7 825.7 11,0428 14011 11,7722 1583.8
Bonuses, Rents & Interest-Net@® 23.0 25.6 4.1 18.3 20.1 14.6 13.3 18.8 11.9 29.2
Petroleum Special Settlements 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0

Total Petroleum Revenue 13326 9132 16423 18863 1,320.1 16391 20541 28496 3,699.2 4,565.3

Cumulative Total Petroleum

Revenue® 45,182.3 46,095.5 47,737.8 49,624.1 50,944.2 52,583.3 54,637.4 57,487.0 61,186.2 65,751.5

Total General Purpose

. 1,825.8 1,352.2 2,081.7 22819 1660.3 19476 23456 3,188.8 4,2004 5,2405
Unrestricted Revenue

% Petroleum of Total GP Unrestricted

73% 68% 79% 83% 80% 84% 88% 89% 88% 87%
Revenue

@ Historical General Purpose Unrestricted petroleum revenue can be found on the Tax Division's web site at: http://www.tax.alaska.gov/sourceshook/PetroleumRev-
enueHistory.pdf. Table on Tax web site includes historical Reserve Tax (FY 1976-1977) and Petroleum Special Settlements (FY 1986-1995) which are reflected as
current zero totals in Appendix A-4a.

@ Royalties, bonuses, rents and interest are net of Permanent Fund contribution and Constitutional Budget Reserve Fund (CBRF) deposits.

®  This category is primarily composed of petroleum revenue.

@ The cumulative petroleum revenue total is based on revenue beginning in FY 1959.
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Revenue. A-4b

General Purpose Unrestricted Petroleum Revenue—Forecast

($ million)

FY 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017
Petroleum Corporate Income Tax 598.9 594.6 559.0 549.8 560.9 570.0 577.1 336.1 3442 3514
Production Tax 34043 22012 19986 20150 21063 21933 20710 1497 91.0 156.8
Petroleum Property Tax 535 52.4 51.2 50.0 48.8 47.6 46.5 45.4 442 43.1
Oil and Gas Royalties-Net® 1,8336 15661 1511.7 15012 15037 15044 14963 8326 8306 827.5
Bonuses, Rents & Interest-Net@® 12.7 5.8 6.5 7.7 6.8 8.7 7.1 7.4 74 7.4
Petroleum Special Settlements 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0

Total Petroleum Revenue 5903.0 4,4200 4,127.0 41237 42265 43240 41980 13711 13175 1,386.2

Cumulative Total Petroleum

Revenue® 71,654.6 76,074.6 80,201.6 84,325.3 88,551.8 92,875.8 97,073.8 98,445.0 99,762.,5 107,517.4

Total General Purpose

- 6,604.5 5,0228 4,713.6 4,706.7 48135 49199 48039 19848 19424 2,018.8
Unrestricted Revenue

% Petroleum of Total GP

. 89% 88% 88% 88% 88% 88% 87% 69% 68% 69%
Unrestricted Revenue

@ Historical General Purpose Unrestricted petroleum revenue can be found on the Tax Division's web site at: http://www.tax.alaska.gov/sourcesbook/PetroleumRev-
enueHistory.pdf. Table on Tax web site includes historical Reserve Tax (FY 1976-1977) and Petroleum Special Settlements (FY 1986-1995) which are reflected as
current zero totals in Appendix A-4a.

@ Royalties, bonuses, rents and interest are net of Permanent Fund contribution and Constitutional Budget Reserve Fund (CBRF) deposits.

®  This category is primarily composed of petroleum revenue.

@ The cumulative petroleum revenue total is based on revenue beginning in FY 1959.
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Revenue. A-Sa

Petroleum Production Tax and Royalty Revenue—History ¥

($ million)
FY 1998 1999 2000 2001 2002 2003 2004 2005 2006 2007
Alaska North Slope
Oil Royalty-Net® 4412 2979 6584 7974 5465 8275 959.1 1,3004 1,652.1 1461.2
Production Tax®
Oil Production Tax 5452 3280 6326 667.1 4445 5496 5945 787.3 1,162.6 2,108.2
Gas Production Tax (includes gas NGL's) 18.6 114 22.3 20.3 9.3 12.7 17.6 30.5 31.0 0.0
Total Production Tax 563.8 3394 6549 6873 4538 5623 6121 8179 1,1936 2,108.2
Conservation Tax/ Exploration Incentive 15 14 0.1 0.0 0.0 0.0 0.0 (30.0) (50.0) 0.0
Hazardous Release Fund 11.3 10.5 9.4 9.0 9.0 9.0 9.6 8.2 7.6 9.8
Gas Royalty-Net 0.8 0.8 0.9 1.0 13 3.2 6.6 6.7 6.6 6.9
Subtotal 1,018.7 650.0 1,3238 1,4948 1,010.6 1,402.0 1,587.3 2,103.2 2,809.9 3,586.0
Cook Inlet
Oil Royalty-Net® 135 10.2 19.5 274 18.8 24.2 26.0 29.2 329 271
Production Tax®
Oil Production Tax® 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Gas Production Tax 18.4 13.2 16.0 17.9 23.4 23.0 24.7 24.4 33.2 6.0
Total Production Tax 18.4 13.2 16.0 17.9 234 23.0 24.7 24.4 33.2 6.0
Conservation Tax/ Exploration Incentive 0.1 0.1 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Hazardous Release Fund 0.3 0.3 0.3 0.2 0.3 0.3 0.2 0.2 0.2 0.2
Gas Royalty-Net 20.9 18.3 19.4 30.5 25.2 234 39.2 31.1 46.9 46.8
Subtotal 53.2 42.2 55.2 75.9 67.7 70.9 90.1 85.0 1131 80.1

Total Alaska

Oil Royalty-Net® 4548 3081 6780 8247 5653 8518 9850 1,329.6 1,684.9 1,488.3
Production Tax®

Qil Production Tax 5452 3280 6326 667.1 4445 5496 5945 787.3 1,162.6 2,108.2
Gas Production Tax (includes gas NGL's) 37.0 24.7 38.3 38.1 32.7 35.7 42.3 55.0 64.2 6.0
Total Production Tax 582.2 3527 6709 7052 4772 5853 6368 8423 12268 2,114.2
Conservation Tax/ Exploration Incentive 1.6 15 0.1 0.0 0.0 0.0 0.0 (30.0) (50.0) 0.0
Hazardous Release Fund 11.6 10.9 9.7 9.2 9.3 9.2 9.8 8.4 7.8 10.0
Gas Royalty-Net 21.7 19.1 20.3 315 26.4 26.6 45.7 37.8 53.5 53.7
Total 10719 6922 1,379.0 1,570.7 1,0783 1,4729 1,677.4 21882 2,923.0 3,666.1

@ Appendix A-5a provides a breakout of Alaska North Slope and Cook Inlet revenues which may not exactly match Alaska State Accounting System (AKSAS)
numbers in tables throughout the Revenue Sources Book. This detailed revenue is from the Department of Revenue’s Forecast Model. This table can be
found on the Tax Division’s web site at: www.tax.alaska.gov/sourcesbook/ProductionTax&RoyaltyRevenue.pdf.

@ Unrestricted oil and gas royalty revenue is net of Permanent Fund (PF) and Public School Fund (PSF) contributions.

®  Due to enactment of the Alaska’s Clear and Equitable Share (ACES) in 2007, oil and gas production taxes are combined and based on company profits. See
Section 4. Oil Revenue for ACES detail.

@ Cook Inlet production is afforded special treatment under the ACES. Taxation is based on the lower of ACES or Economic Limit Factor (ELF) calculated
production tax.
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Revenue. A—Sb

Petroleum Production Tax and Royalty Revenue—Forecast ¥

($ million)
FY 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017
Alaska North Slope
Oil Royalty-Net® 1,758.6 1,479.0 14265 14155 14172 14423 14340 7794 7764 7721
Production Tax®
Oil Production Tax 3,386.5 2,183.9 1,981.4 20002 20915 21783 2,056.1 134.8 765 1426
Gas Production Tax (includes gas NGL's) 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Total Production Tax 3,386.5 2,183.9 1,981.4 2,000.2 2,0915 21783 2,056.1 134.8 765 1426
Conservation Tax/ Exploration Incentive 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Hazardous Release Fund 11.6 1.1 11.0 8.6 8.6 8.8 8.8 8.8 8.4 8.1
Gas Royalty-Net 4.9 3.2 3.0 31 3.2 3.2 33 1.9 1.9 2.0
Subtotal 51615 3,677.1 34219 34274 35204 3,6326 35021 9249 8633 9248
Cook Inlet
Oil Royalty-Net® 26.8 28.3 24.8 23.4 22.3 21.2 20.1 1.1 10.8 10.5
Production Tax®
Oil Production Tax® 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Gas Production Tax 6.0 6.0 6.0 6.0 6.0 6.0 6.0 6.0 6.0 6.0
Total Production Tax 6.0 6.0 6.0 6.0 6.0 6.0 6.0 6.0 6.0 6.0
Conservation Tax/ Exploration Incentive 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Hazardous Release Fund 0.2 0.2 0.2 0.2 0.1 0.1 0.1 0.1 0.1 0.1
Gas Royalty-Net 434 55.6 574 59.2 61.1 37.8 39.0 40.2 41.5 42.9
Subtotal 76.4 90.2 88.4 88.8 89.5 65.1 65.2 57.4 58.4 59.5

Total Alaska

Oil Royalty-Net® 1,785.4 15073 14513 1439.0 14394 14635 14541 7905 7872 7826
Production Tax®

Qil Production Tax 3,386.5 2,1839 1,981.4 2,000.2 2,0915 21783 2,056.1 134.8 765  142.6

Gas Production Tax (includes gas NGL's) 6.0 6.0 6.0 6.0 6.0 6.0 6.0 6.0 6.0 6.0
Total Production Tax 33925 2,189.9 1,987.4 2,006.2 2,097.5 2,184.3 2,062.1 140.8 825 1486
Conservation Tax/ Exploration Incentive 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Hazardous Release Fund 11.8 11.3 11.2 8.8 8.8 8.9 8.9 8.9 8.5 8.2
Gas Royalty-Net 48.2 58.8 60.4 62.3 64.3 41.0 42.2 42.1 435 44.9

Total 52379 3,767.3 3,510.3 3,516.2 3,610.0 3,697.7 3,567.3 9823 921.7 984.3

@ Appendix A-5b provides a breakout of Alaska North Slope and Cook Inlet revenues which may not exactly match Alaska State Accounting System (AKSAS)
numbers in tables throughout the Revenue Sources Book. This detailed revenue is from the Department of Revenue’s Forecast Model. This table can be
found on the Tax Division’s web site at: www.tax.alaska.gov/sourcesbook/ProductionTax&RoyaltyRevenue.pdf.

@ Unrestricted oil and gas royalty revenue is net of Permanent Fund (PF) and Public School Fund (PSF) contributions.

®  Due to enactment of the Alaska’s Clear and Equitable Share (ACES) in 2007, oil and gas production taxes are combined and based on company profits. See
Section 4. Oil Revenue for ACES detail.

@ Cook Inlet production is afforded special treatment under the ACES. Taxation is based on the lower of ACES or Economic Limit Factor (ELF) calculated
production tax.

Fall 2007 Revenue Sources Book - 101



Alaska Tax Division ® Department of Revenue

Revenue. A-6a

ANS and Cook Inlet Royalty Revenue—History
($ million)

FY 1998 1999 2000 2001 2002 2003 2004 2005 2006 2007
ALASKA NORTH SLOPE
ANS Royalty Revenue
Oil (does not include NPR-A royalty) 602.2 4024 897.0 1,0995 7611 11420 1,287.3 1,7456 2,217.3 2,054.3
Gas 11 1.0 1.2 1.4 18 44 8.8 9.0 122 116
Total 603.3 4034 898.2 1,100.9 7628 1,1464 1,296.1 1,7545 2,229.6 2,065.9
ANS Royalty Revenue to Permanent Fund & Public School Fund
Qil 1609 1045 2385 3021 2146 3145 3283 4451 5654 523.8
Gas 0.3 0.3 0.3 0.4 0.5 1.2 2.2 2.3 31 3.0
Total 1612 1048 2389 3025 2151 3157 3305 4474 5685 526.8
ANS General Fund Royalty Revenue-Net
Qil 4412 2979 6584 7974 5465 8275 959.1 1,300.4 1,651.9 1,530.4
Gas 0.8 0.8 0.9 1.0 13 32 6.6 6.7 9.1 8.6
Total 4421 2986 6594 7984 5478 830.7 965.6 1,307.1 1,661.0 1,539.1
COOK INLET
Cook Inlet Royalty Revenue
Qil 18.2 13.7 26.2 36.7 25.3 325 34.9 39.2 414 377
Gas 28.1 24.6 26.0 40.9 338 314 52.6 41.8 55.0  56.8
Total 46.2 38.3 52.3 77.6 50.1 63.9 874 81.0 96.4 94.5
Cook Inlet Royalty Revenue to Permanent Fund & Public School Fund
Qil 4.6 35 6.7 9.4 6.4 8.3 8.9 10.0 10.6 9.6
Gas 7.2 6.3 6.6 10.4 8.6 8.0 13.4 10.7 140 145
Total 11.8 9.8 133 19.8 151 16.3 22.3 20.7 246 241
Cook Inlet General Fund Royalty Revenue-Net
Qil 135 10.2 19.5 27.4 18.8 24.2 26.0 29.2 308 281
Gas 20.9 18.3 19.4 30.5 25.2 234 39.2 311 410 423
Total 345 28.6 38.9 57.8 44.0 47.6 65.1 60.3 718 704

@ Appendix A-6a provides royalty revenue which may not match the Alaska State Accounting System (AKSAS) numbers in tables throughout this Revenue
Sources Book. Revenue is from the Department of Revenue’s Forecast Model. This table is available on the Tax Division web site at: www.tax.alaska.gov/

sourceshook/RoyaltyRevenueDetail.pdf
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Revenue. A-Gb

ANS and Cook Inlet Royalty Revenue—Forecast ¥
($ million)

FY 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017
ALASKA NORTH SLOPE
ANS Royalty Revenue
Oil (does not include NPR-A royalty) 2,360.5 1,985.2 1,914.8 1,900.1 1,902.2 1,9359 19248 1,046.2 1,042.1 1,036.4
Gas 6.5 4.2 4.0 4.1 4.2 4.3 4.4 25 2.6 2.7
Total 2,367.0 1,989.4 1,918.8 1,904.2 1,906.5 1,940.3 1,929.2 1,048.7 1,044.7 1,039.1
ANS Royalty Revenue to Permanent Fund & Public School Fund
Qil 601.9 506.2 4883 4845 4851 4937 4908 266.8 265.7 264.3
Gas 1.7 1.1 1.0 1.1 1.1 1.1 1.1 0.6 0.7 0.7
Total 603.6 507.3 489.3 485.6 4861 4948 4919 2674 2664 265.0
ANS General Fund Royalty Revenue-Net
Oil 1,758.6 1,479.0 14265 14155 14172 14423 14340 7794 7764 7711
Gas 4.9 32 3.0 31 3.2 32 33 19 19 2.0
Total 1,7634 1,482.1 14295 14186 144203 1,4455 14372 7813 7783 7741
COOK INLET
Cook Inlet Royalty Revenue
Qil 36.0 38.0 33.3 314 29.9 28.4 27.0 14.9 145 141
Gas 58.2 74.7 77.0 79.5 82.0 50.7 52.3 54.0 55.7 575
Total 942 1127 1103 1109 1119 79.1 79.3 68.9 70.2 71.6
Cook Inlet Royalty Revenue to Permanent Fund & Public School Fund
Qil 9.2 9.7 8.5 8.0 7.6 7.3 6.9 3.8 37 3.6
Gas 14.8 19.0 19.6 20.3 20.9 12.9 13.3 13.8 142 147
Total 24.0 28.7 28.1 28.3 28.5 20.2 20.2 17.6 17.9 18.3
Cook Inlet General Fund Royalty Revenue-Net
Oil 26.8 28.3 24.8 23.4 22.3 21.2 20.1 1.1 108 105
Gas 43.4 55.6 57.4 59.2 61.1 37.8 39.0 40.2 415 429
Total 70.2 84.0 82.2 82.6 83.4 59.0 59.1 51.3 52.3 534

@ Appendix A-6b provides royalty revenue which may not match the Alaska State Accounting System (AKSAS) numbers in tables throughout this Revenue
Sources Book. Revenue is from the Department of Revenue’s Forecast Model. This table is available on the Tax Division web site at: www.tax.alaska.gov/

sourceshook/RoyaltyRevenueDetail.pdf
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Revenue. A—7a

Total Alaska Government Petroleum Revenue—History

1999 2000 2001 2002 2003 2004 2005 2006 2007

($ million)

FY 1998
Petroleum Corporate Income Tax 200.1
Production Tax 577.8
Petroleum Property Tax 513
il & Gas Royalties- gross® 649.5
Bonuses, Rents & Interest® 30.9
CBRF Deposits® 3432

145.1 162.7 338.1 178.4 151.1 298.8 524.0 661.1 594.4
3711 702.7 703.8 496.3 599.0 651.9 8632 11995 2,292.3
48.8 45.0 45.1 49.6 48.7 473 42.5 545 65.6
441.7 950.5 11,1785 8219 12103 13836 18355 23259 2,069.7
344 55 24.6 27.0 19.6 17.9 25.2 16.0 29.2
55.3 448.3 48.9 90.2 223 8.4 274 43.7 113.6

Total Petroleum Revenue 1,852.8

10964 23147 273390 16634 20510 24078 33179 4300.7 51648

@ Total does not include NPR-A royalties, rents and bonuses. Revenue numbers (except for royalties, bonuses, rents and interest) are from the Alaska State Ac-
counting System (AKSAS). AKSAS revenue is reported for the period oil and gas is produced; when amended, revenue is different than when it was actually
collected. Gross royalties, bonuses, rents & interest are from DOR'’s Forecast Model. A complete summary of historical General Purpose petroleum revenue
can be found on the Tax Division’s web site at: www.tax.alaska.gov/sourceshook/TotalGovernmentRevenue.pdf

@ Includes all royalty payments allocated to Permanent Fund, Public School Fund and General Fund.

®  Qil and Gas Settlements from DOR Mineral Payments Fund Allocation Detail.
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Revenue. A—7b

Total Alaska Government Petroleum Revenue—Forecast V

($ million)

FY 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017
Petroleum Corporate Income Tax 598.9 594.6 559.0 549.8 560.9 570.0 577.1 336.1 344.2 351.4
Production Tax 34043 22012 11,9986 2,0150 21063 21933 2,071.0 149.7 91.0 156.8
Petroleum Property Tax 535 52.4 51.2 50.0 48.8 47.6 46.5 45.4 44.2 43.1
Oil & Gas Royalties- gross® 24613 21022 2,029.2 20151 20184 2,0194 20085 11176 11149 12351
Bonuses, Rents & Interest® 12.7 5.8 6.5 7.7 6.8 8.7 7.1 7.4 7.4 74
CBRF Deposits® 20.0 20.0 20.0 20.0 20.0 20.0 20.0 20.0 20.0 20.0

Total Petroleum Revenue 6,550.7 4,976.1 4,6644 46575 47612 4859.0 4,730.2 16761 16218 18138

@ Total does not include NPR-A royalties, rents and bonuses. Revenue numbers (except for royalties, bonuses, rents and interest) are from the Alaska State Ac-
counting System (AKSAS). AKSAS revenue is reported for the period oil and gas is produced; when amended, revenue is different than when it was actually
collected. Gross royalties, bonuses, rents & interest are from DOR'’s Forecast Model. A complete summary of historical General Purpose petroleum revenue
can be found on the Tax Division's web site at: www.tax.alaska.gov/sourceshook/TotalGovernmentRevenue. paf

@ Includes all royalty payments allocated to Permanent Fund, Public School Fund and General Fund.
®  Qil and Gas Settlements from DOR Mineral Payments Fund Allocation Detail.
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Prices. B-1a
Crude Oil and Natural Gas Prices—History

NOMINAL®
WTI, ANS West Coast, ANS and Cook Inlet Wellhead Prices
($ per barrel)
FY 1998 1999 2000 2001 2002 2003 2004 2005 2006 2007
WTI 18.04 1413 2482 3041 23.87 2947 3312 4719 63.01 63.63
ANS West Coast Spot 1586 12.64 2327 2786 2178 2816 3174 4344 60.80 61.63
ANS Wellhead Wtd Average All Destinations 11.70 850 1894 2281 17.09 2310 26.71 3882 5533  55.67
Cook Inlet Wellhead 13.76 1051 21.00 2588 19.64 2493 2785 40.24 57.06 57.31
Henry Hub Natural Gas Prices
($ per million Btu)
FY 1998 1999 2000 2001 2002 2003 2004 2005 2006 2007
Henry Hub 2.43 1.97 2.64 5.47 2.80 4.62 5.37 6.18 9.20 6.64
REAL 2007 $©®
WTI, ANS West Coast, ANS and Cook Inlet Wellhead Prices
($ per barrel)
FY 1998 1999 2000 2001 2002 2003 2004 2005 2006 2007
WTI 2283 1759 3030 3579 2721 3324 3658 5047 6573  63.63
ANS West Coast Spot 2007 1573 2841 3278 2483 3176 35.06 46.46 6343 61.63
ANS Wellhead Wtd Average All Destinations ~ 14.80 1058 23.13 26.85 1948 2605 2950 4152 57.72 55.67
Cook Inlet Wellhead 1742 13.09 2564 3046 2239 2812 30.76 43.04 5953 5731

Henry Hub Natural Gas Prices

($ per million Btu)
FY 1998 1999 2000 2001 2002 2003 2004 2005 2006 2007
Henry Hub 3.07 2.45 3.23 6.44 3.19 5.21 5.93 6.61 9.60 6.64

@ Data from Platt's Oilgram Price Report, Wood McKenzie and Alaska Department of Revenue’s prevailing value and tax return data. Historical nominal crude

oil and natural gas prices can be found on the Tax Division's web site at: www.tax.alaska.gov/sourceshook/OilGasPrices.pdf.

Adjustment to “nominal” dollars is required to prepare the crude oil and natural gas price forecasts. Callan Associates Inc.’s inflation rate of 2.75% was used
for FY 2008 and beyond. A summary of nominal crude oil and natural gas prices can be found in at the Tax Division’s web site at: www.tax.alaska.gov/
sourceshook/OilGasPrices.pdf.

Adjustment to “real 2007” dollars is useful to compare prices across time excluding inflation. These prices data are adjusted to real 2007 dollars based on in-
flation rates provided by the U.S. Department of Labor, Bureau of Labor Statistics. The data series used is the Consumer Price Index for all Urban Consumers

(CPI-U) which can be found at: www.gls.gov/cpi/home.htm. A summary of real 2007 crude oil and natural gas prices can be found in at the Tax Division's web
site at: www.tax.alaska.gov/sourceshook/OilGasPrices.pdf.

@

@)

106 - Appendices



www.tax.alaska.gov

Prices. B-1b

Crude Oil and Natural Gas Prices—Forecast

NOMINAL®
WTI, ANS West Coast, ANS and Cook Inlet Wellhead Prices
($ per barrel)
FY 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017
WTI 7243 6807 6590 6725 6885 69.95 71.05 4355 4475 4595
ANS West Coast Spot 7264 6632 6340 6475 6635 6745 6855 41.05 4225 4345
ANS Wellhead Wtd Average All Destinations ~ 66.30  59.52 5849 59.65 61.03 6196 6295 3531 36.34 37.28
Cook Inlet Wellhead 61.17 6426 6135 6270 6431 6541 66,51 39.02 4022 4142
Henry Hub Natural Gas Prices
($ per million Btu)
FY 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017
Henry Hub 6.85 6.82 6.97 7.16 7.30 7.50 4.62 4.75 4.88 5.01

REAL 2007 $®

WTI, ANS West Coast, ANS and Cook Inlet Wellhead Prices
($ per barrel)
FY 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017
WTI 7049 6448 60.75 6033 6012 59.44 5876 36.00 36.00 36.00
ANS West Coast Spot 70.69 6282 5844 58.09 5793 5732 56.69 3394 3399 34.05
ANS Wellhead Wtd Average All Destinations 6452 5638 5392 5352 5328 5266 52.06 29.19 29.23 29.21
Cook Inlet Wellhead 5953 60.87 56,55 5625 56.15 5558 55.01 3225 3235 3245

Henry Hub Natural Gas Prices

($ per million Btu)
FY 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017
Henry Hub 6.66 6.46 6.43 6.43 6.38 6.38 3.82 3.82 3.82 3.82

@ Adjustment to “nominal” dollars is required to prepare the crude oil and natural gas price forecasts. Callan Associates Inc.’s inflation rate of 2.75% was used

for FY 2008 and beyond. A summary of nominal crude oil and natural gas prices can be found in at the Tax Division’s web site at; www.tax.alaska.gov/
sourceshook/QilGasPrices.pdf.

®  Adjustment to “real 2007” dollars is useful to compare prices across time excluding inflation.
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Prices. B-2a

Nominal Netback Costs—History

Marine Costs, TAPS Tariff, Feeder Pipeline and Other Adjustment Charges

($ per barrel)
FY 1998 1999 2000 2001 2002 2003 2004 2005 2006 2007
Marine Costs 151 1.52 1.59 1.39 155 171 1.69 1.79 1.63 1.79
TAPS Tariff 2.73 2.74 2.86 3.27 3.50 340 3.16 3.28 3.58 437
TAPS Quality Bank + Loss 0.00 0.00 0.00 000 (0.02) (0.05) (0.13) (0.27) (0.27)  (0.80)
Feeder Pipe + Other Upstream Costs 0.07 0.03 (0.01) (0.09) 0.09 0.30 0.26 0.23 0.40 0.90
Location Differential (0.14)  (0.16)  (0.11) 047  (042) (0.29) 005  (0.41) 0.13  (0.30)
Total 4.16 4.14 4.32 5.04 4.69 5.06 5.04 4.62 5.47 5.96

@ Historical nethack costs can be found on the Tax Division web site: www.tax.alaska.gov/sourceshook/NetbackCosts.pdf.
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Prices. B-2b

Nominal Netback Costs—Forecast "
Marine Costs, TAPS Tariff, Feeder Pipeline and Other Adjustment Charges

($ per barrel)
FY 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017
Marine Costs 134 1.39 1.44 1.49 154 1.59 1.64 1.69 1.74 1.79
TAPS Tariff 511 5.08 313 3.26 3.36 342 3.44 3.47 3.56 373
TAPS Quality Bank + Loss (0.63)  (0.44) (045  (0.47) (048  (0.49) (051) (052)  (0.53)  (0.55)
Feeder Pipe + Other Upstream Costs 0.53 0.78 0.80 0.81 0.90 0.97 1.03 1.10 1.15 1.19
Location Differential (0.00) 0.00  (0.00) 0.00 0.00 0.00 0.00 0.00 0.00 0.00
Total 6.34 6.80 491 5.10 5.32 5.49 5.60 5.74 5.91 6.17

@ Data from the Department of Revenue’s Forecast Model.
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Prices. B-3

Price Changes from Spring 2007 Forecast

(nominal $ per barrel)

FY 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017
Fall 2007 Forecast
WTI 7243  68.07 6590 6725 68.85 69.95 71.05 4355 4475 4595
ANS West Coast 7264 6632 6340 6475 6635 6745 6855 4105 4225 4345
ANS Wellhead Wtd Average All Destinations 66.30 59.52 5849 59.65 61.03 6196 6295 3531 36.34 37.28
Cook Inlet Wellhead 61.17 6426 6135 6270 6431 6541 6651 39.02 4022 4142
Spring 2007 Forecast
WTI 5722 56.36 56.62 5780 5852 59.40 4353 4473 4596  47.00
ANS West Coast 5472 53.86 5412 5530 56.02 5690 41.03 4223 4346 4450
ANS Wellhead Wtd Average All Destinations 4750 4779  49.06 50.18 5068 51.36 3523 36.18 37.23 38.34
Cook Inlet Wellhead 5266 5180 5207 5326 5398 5486 3899 40.19 4143 4253
$ change from prior forecast
WTI 1520 1171 9.28 945 1033 1055 2752 (1.18) (1.21) (L.05)
ANS West Coast 17.92 1246 9.28 945 1033 1055 2752 (1.18) (1.21)  (L.05)
ANS Wellhead Wtd Average All Destinations 1880  11.73 9.43 947 1035 1061 2772 (0.87) (0.90) (1.05)
Cook Inlet Wellhead 851 1246 9.28 944 1033 1055 2752 (1.18) (1.21) (L.10)
% change from prior forecast
WTI 26.6% 20.8% 16.4% 16.3% 17.7% 17.8% 632% -26% -2.6% -22%
ANS West Coast 327% 23.1% 172% 17.1% 184% 185% 67.1% -28% -28% -2.4%
ANS Wellhead Wtd Average All Destinations ~ 39.6%  24.5%  19.2% 18.9% 20.4% 20.7% 78.7% -24% -24% -2.7%
Cook Inlet Wellhead 16.2% 240% 17.8% 17.7% 191% 192% 70.6% -2.9% -29% -2.6%
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Production. C-1

Production Differences from Spring 2007 Forecast

(million barrels per day)

FY 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017
Fall 2007 Forecast
ANS 0.731 0.701 0.693 0.676 0.675 0.685 0.687 0.684 0.656 0.628
Cook Inlet 0.014 0.013 0.012 0.011 0.010 0.010 0.009 0.008 0.008 0.008
ALASKA 0.745 0.714 0.705 0.687 0.685 0.694 0.696 0.693 0.664 0.636

Spring 2007 Forecast

ANS 0.764 0.749 0.751 0.754 0.807 0.776 0.755 0.722 0.682 0.730
Cook Inlet 0.014 0.013 0.012 0.011 0.010 0.010 0.009 0.008 0.008 0.010
ALASKA 0.778 0.762 0.763 0.765 0.817 0.786 0.764 0.731 0.690 0.740

Volume change from prior forecast

ANS (0.034)  (0.048) (0.058) (0.078) (0.132) (0.091) (0.068)  (0.038)  (0.026)  (0.102)
Cook Inlet 0000 0000 0000 0000 0000 0000 0000 0000 0000 (0.002)
ALASKA (0.034)  (0.048) (0.058) (0.078) (0.132) (0.091) (0.068)  (0.038)  (0.026)  (0.104)

Percent change from prior forecast

ANS -4.4% -6.5% -7.8%  -104%  -16.3%  -11.8% -9.0% -5.3% -3.8% -13.9%
Cook Inlet 1.3% 2.8% 2.3% 1.9% 1.7% 1.4% 1.2% 1.1% 09% -21.2%
ALASKA -4.3% -6.3% -1.6%  -102% -16.1%  -11.6% -8.8% -5.2% 3.7% -14.0%
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Production. C-2a

Crude Oil Production—History )

(million barrels per day)

FY 1998 1999 2000 2001 2002 2003 2004 2005 2006 2007
Prudhoe Bay® 0.713 0.636 0.571 0.540 0.487 0.433 0.419 0.381 0.340 0.274
PBU Satellites® 0.003 0.005 0.007 0.026 0.045 0.052 0.044 0.041 0.043
GPMA® 0.192 0.159 0.118 0.089 0.075 0.065 0.061 0.056 0.049 0.037
Kuparuk 0.259 0.240 0.212 0.197 0.176 0.160 0.155 0.142 0.134 0.122
Kuparuk Satellites® 0.001 0.025 0.037 0.031 0.039 0.052 0.049 0.051 0.041 0.045
Milne Point® 0.053 0.055 0.053 0.052 0.052 0.051 0.051 0.050 0.041 0.033
Endicott® 0.062 0.052 0.048 0.037 0.033 0.029 0.029 0.021 0.020 0.017
Liberty

Alpine® 0.038 0.096 0.098 0.099 0.104 0.123 0.105
Fiord® 0.009
Nanug® 0.009
NPR-A

Offshore®

Northstar? 0.020 0.059 0.066 0.069 0.056 0.046
Total ANS 1.279 1.170 1.044 0.991 1.004 0.993 0.980 0.917 0.845 0.740
Cook Inlet 0.032 0.032 0.029 0.029 0.033 0.028 0.023 0.019 0.018 0.018
Total Alaska 1.311 1.202 1.073 1.020 1.037 1.021 1.004 0.936 0.863 0.758

Y Asummary of historical crude oil production can be found on the Tax Division’s web site at: www.tax.alaska.gov/sourcesbook/AlaskaProduction.pdf.
2 Includes NGLs from Central Gas Facility shipped to TAPS.

% Aurora, Borealis, Midnight Sun, Orion and Polaris.

@ Lishurne, Niakuk, North Prudhoe Bay State, Point McIntyre, Raven, West Beach and West Niakuk.
% Meltwater, Tabasco, Tarn and West Sak.

8 Includes Sag River and Schrader BIuff.

" Includes Badami, Eider and Sag Delta.

® Includes Alpine-West and Qannik.

% Fiord and Fiord-Kuparuk.

9 Nanug and Nanug-Kuparuk.

Y Known Offshore includes Nikaitchug and Oooguruk.

2 Includes Outer Continental Shelf (OCS) production.
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Production. C-2b

Crude Oil Production—Forecast V

(million barrels per day)

FY 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017
Prudhoe Bay® 0.292 0.279 0.272 0.262 0.250 0.243 0.240 0.233 0.226 0.219
PBU Satellites® 0.038 0.048 0.058 0.067 0.069 0.074 0.073 0.069 0.064 0.061
GPMA® 0.046 0.042 0.039 0.038 0.035 0.033 0.031 0.029 0.028 0.026
Kuparuk 0.114 0.108 0.103 0.100 0.096 0.092 0.088 0.085 0.082 0.079
Kuparuk Satellites® 0.038 0.039 0.041 0.039 0.045 0.051 0.047 0.052 0.057 0.062
Milne Point® 0.034 0.030 0.030 0.030 0.032 0.034 0.037 0.039 0.039 0.038
Endicott® 0.015 0.014 0.014 0.014 0.014 0.014 0.015 0.015 0.016 0.017
Liberty 0.022 0.032 0.041 0.032 0.027 0.022
Alpine® 0.084 0.072 0.065 0.057 0.049 0.050 0.050 0.056 0.051 0.045
Fiord® 0.018 0.020 0.020 0.017 0.015 0.013 0.011 0.009 0.008 0.007
Nanug® 0.016 0.008 0.009 0.008 0.007 0.006 0.006 0.005 0.005 0.004
NPR-A 0.002 0.010 0.025 0.022 0.019
Offshore® 0.013 0.020 0.025 0.027 0.028 0.027 0.025 0.024 0.022
Northstart? 0.037 0.028 0.022 0.018 0.015 0.013 0.011 0.009 0.008 0.007
Total ANS 0.731 0.701 0.693 0.676 0.675 0.685 0.687 0.684 0.656 0.628
Cook Inlet 0.014 0.013 0.012 0.011 0.010 0.010 0.009 0.008 0.008 0.008
Total Alaska 0.745 0.714 0.705 0.687 0.685 0.694 0.696 0.693 0.664 0.636

=

A summary of historical crude oil production can be found on the Tax Division's web site at: www.tax.alaska.gov/sourcesbook/AlaskaProduction.pdf.
Includes NGLs from Central Gas Facility shipped to TAPS.

Aurora, Borealis, Midnight Sun, Orion and Polaris.

Lisburne, Niakuk, North Prudhoe Bay State, Point Mcintyre, Raven, West Beach and West Niakuk.
Meltwater, Tabasco, Tarn and West Sak.

Includes Sag River and Schrader Bluff.

Includes Badami, Eider and Sag Delta.

Includes Alpine-West and Qannik.

Fiord and Fiord-Kuparuk.

Nanug and Nanug-Kuparuk.

Known Offshore includes Nikaitchug and Oooguruk.

Includes Outer Continental Shelf (OCS) production.
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Production. C-3a

Economic Limit Factors (for Fields with Positive ELF)—History

(percent)

FY 1998 1999 2000 2001 2002 2003 2004 2005 2006 2007
Prudhoe Bay 0.963 0.949 0.931 0.917 0.896 0.870 0.855 0.843 0.859 0.793
Aurora 0.295 0.859 0.793
Borealis 0.079 0.114 0.084 0.301 0.859 0.793
Midnight Sun 0.295 0.859 0.793
Orion 0.296 0.859 0.793
Polaris 0.295 0.859 0.793
Point Mcintyre 0.922 0.851 0.630 0.431 0.206 0.160 0.108 0.320 0.859 0.793
Kuparuk 0.758 0.702 0.598 0.493 0.353 0.229 0.180 0.051 0.005 0
Tarn 0.071 0.048 0.004 0.042 0.100 0.060 0.010 0.000 0.001
West Sak

Milne Point 0.031 0.043 0.025 0.011 0.001

Endicott 0.303 0.086 0.049 0.009 0.001

Liberty

Alpine 0.346 0.878 0.857 0.843 0.829 0.857 0.787
Fiord 0.005
Fiord-Kuparuk 0.001
Nanug-Kuparuk 0.177
NPR-A

Northstar 0.420 0.864 0.847 0.834 0.728 0.546

Volume Weighted ELF 0.823 0.763 0.693 0.644 0609 0576 0556 0530 0583 0.501

@ Asummary of historical ELFs can be found on the Tax Division’s web site at www.tax.alaska.gov/sourcesbook/ELFs.pdf.

Under the ELF production tax system, the tax rate for oil depended on the age of the field and the Economic Limit Factor (ELF). The ELF
was calculated based on total daily oil production and average daily per well production from each producing field. The statutory produc-
tion tax rate on oil was 12.25% of its value at the point of production for the first five years of field production and 15% thereafter. There
was a minimum tax of 80 cents per taxable barrel. The effective tax rate was calculated by multiplying the statutory tax rate, even if it was
the minimum 80 cents per barrel, times the ELF. The ELF formula resulted in lower effective tax rates for smaller, low-production fields
and higher tax rates for larger, highly productive fields. There was a unique combination of total daily field production and average daily
per well production.

In January 2005, the department aggregated seven fields in the Prudhoe Bay Unit. The decision to aggregate focused on, among other
things, teh increasing interdependence found in the engineering and operation of the fields.
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Production. C-3b

Economic Limit Factors (for Fields with Positive ELF)—Forecast

(percent)

FY 2008 2009 2010 2011
Prudhoe Bay 0.809 0.790 0.793 0.794
Aurora 0.809 0.790 0.793 0.794
Borealis 0.809 0.790 0.793 0.794
Midnight Sun 0.809 0.790 0.793 0.794
Orion 0.809 0.790 0.793 0.794
Polaris 0.809 0.790 0.793 0.794
Point Mclintyre 0.809 0.790 0.793 0.794
Kuparuk 0.000 0.000 0.000 0.000
Tam 0.000 0.000 0.000 0.000
West Sak

Milne Point 0.000 0.000 0.000 0.000
Endicott 0.000 0.000 0.000 0.000
Liberty

Alpine 0.659 0.485 0.336 0.210
Fiord 0.007 0.000 0.000 0.000
Fiord-Kuparuk 0.014 0.190 0.207 0.062
Nanug-Kuparuk 0.157 0.000 0.000 0.000
NPR-A

Northstar 0.457 0.118 0.023 0.002

Volume Weighted ELF 0.487 0.441 0.426  0.420

@ ELF is projected through FY 2011 to assist in the comparison of ACES revenues and rev-
enue under the old ELF-based system. This comparison is required under the new statute.
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11. Index

Index

Agencies and Corporations. See En-
ergy Information Administra-
tion; See Alaska Student Loan
Corporation; See Alaska Oil and
Gas Conservation Commission;
See Regulatory Commission of
Alaska; See Office of Management
and Budget; See International En-
ergy Agency; See Alaska Railroad
Corporation; See Alaska Municipal
Bond Bank Authority; See Alaska
Industrial Development and Ex-
port Authority

Alaska Aerospace Development Corpora-
tion (AADC) 85, 86, 87, 88, 89,
90, 91

Alaska Commission on Postsecondary
Education (ACPE) 85, 86

Alaska Energy Authority (AEA) 65, 85,
86, 87, 88, 89, 90, 91

Alaska Housing Finance Corporation
(AHFC) 65, 85, 86, 87, 88, 89, 90,
91

Alaska Industrial Development and
Export Authority (AIDEA) 85, 86,
87, 88, 89, 90, 91

Alaska Municipal Bond Bank Authority
(AMBBA) 65, 85, 86, 87, 88, 89,
90, 91

Alaska North Slope 13

Alaska Oil and Gas Conservation Com-
mission (AOGCC) 35

Alaska Railroad Corporation (ARC) 85,
86, 87, 88, 89, 90, 91

Alaska’s Clear and Equitable Share
(ACES) 1, 32,100, 101

Alaska State Accounting System (AK-
SAS) 7, 65, 100, 101, 102, 103,
104, 105

Alaska Student Loan Corporation
(ASLC) 65, 85, 86, 87, 88, 89, 90,
91

Alcohol and Other Drug Abuse Treatment
and Prevention Fund 54

Alcoholic Beverage Licenses 9, 62, 63

Alcoholic Beverages Tax 54

Bonuses (Petroleum) 4, 8, 30

Business Licenses 61

Cabin Rentals 9, 63, 64

Callan and Associates, Inc. 74, 77

Charges for Services 4, 9, 23, 54, 55, 57,
60, 61, 63, 97

Charitable Gaming 54, 58, 96

Coal Royalties 9, 20, 63, 64

Commercial Passenger Vessel Tax 59

Commercial Vessel Passenger Tax Ac-
count 55

Constitutional Budget Reserve Fund
(CBRF) i,1ii, 1, 4,5, 6, 14, 15, 16,
30, 31, 51,72, 73,76, 77, 94, 98,
99, 104, 105

Cook Inlet 12, 26, 28, 93, 100, 101, 102,
103, 106, 107, 110, 111, 112, 113

Corporate Income Tax 4, 8, 20, 22, 30,
32, 37,50, 55, 58, 98, 99, 104, 105

Crude Oil Price 11

Economic Limit Factor (ELF) 32, 93,
100, 101, 114, 115

Endowment Funds i, 81, 82, 83, 84

Estate Tax 56

Except Federal & Investment 3, 6, 8, 9,
29,53,67,71

Exploration Property 49

Federal Revenue i, 5, 67, 68

Fines and Forfeitures 4, 55, 61

Fisheries 8, 56, 58, 59, 61, 96. See
also Dive Fishery Management
Assessment; See also Fisheries
Business Tax; See also Fishery
Resource Landing; See also Test
Fisheries Receipts

Fisheries Business Tax 56

Fishery Resource Landing 8, 58, 59

Flint Hills Resources Alaska, LLC 49

Forecasting Methodology 35

Gas 8, 32, 35, 36, 55, 61, 93, 96, 97, 98,
99, 100, 101, 102, 103, 104, 105,
106, 107, 112, 113. See also Pe-
troleum

Gas Royalties 8, 97, 98, 99, 104, 105

General Fund Revenue 94

General Fund Unrestricted Revenue 93,
95, 96, 97

General Purpose Revenue 7,8

Governmental Accounting Standards
Board (GASB) 5, 72, 81, 82, 94

Hazardous Release Surcharge 33

Heavy Oil 45

Inflation 45, 74, 79, 84

Insurance Premium 59
Insurance Premium Tax 56, 59
Interest Paid 5,9, 72, 73
Interest Paid by Others 5,9, 72, 73
International Energy Agency (IEA) 35,
38
Investment i, 3, 4,5, 6, 8,9, 14, 29, 53,
54,67,71,72,73,75, 76,78
Investment Earnings 6
Investment Revenue i, 5,9, 71, 72, 73,
75,76, 78
Land Leasing 9, 64
Licenses and Permits 4, 23, 62, 97
Location Differential 108, 109
Marine Highway Fund 60
Marine Transportation 42
Mines 18, 23, 25, 26
Ambler 27
Chuitna 26, 28
Donlin Creek 26, 27, 28
Fort Knox 17, 24, 25
Greens Creek 17, 25
Kensington 26, 28
Niblack 27
Nixon Fork 25
Pebble 23, 27, 28
Pogo 17, 23, 24, 25
Red Dog 17, 25
Rock Creek 26, 28
Shotgun 27
True North 25
Usibelli 17, 26
Mining License Tax 21, 22, 56
Miscellaneous Revenue 97
Motor Fuel Tax 57, 58, 59, 96
Motor Vehicle Registration Fees 63
National Petroleum Reserve-Alaska
(NPR-A) 4, 30, 31, 45, 46. See
also Qil Royalties
Natural Gas 32, 93, 106, 107
Netback Costs 93, 108, 109
New York Mercantile Exchange 10, 38
Office of Management and Budget 7, 35,
60, 65, 68
Oil i,1,3,4,6,8,10, 11, 12, 13, 14, 15,
16, 29, 30, 32, 33, 35, 36, 37, 38,
39, 41, 45, 48, 49, 51, 53, 55, 61,
63, 67, 71, 72, 93, 96, 97, 98, 99,
100, 101, 102, 103, 104, 105, 106,
107, 112, 113. See also Petroleum
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Oil Prices 11, 35

Oil Production 13, 35, 45, 93, 100, 101,
112, 113

Oil Revenue i, 4, 6, 8, 13, 14, 15, 16, 29,
30, 32, 37, 51, 63, 72, 100, 101

Oil Royalties 33, 48

Organization of Petroleum Exporting
Countries (OPEC) 35, 38, 39, 40,
41

Other Revenue i, 4, 6, 8, 9, 14, 50, 53,
54, 56, 58, 60, 62, 64, 65

Outer Continental Shelf 45, 112, 113

Permanent Fund i, ii, 1, 5, 23, 30, 31, 51,
64,72, 73,79, 81, 82, 83, 84, 94,
98, 99, 100, 101, 102, 103, 104,
105

Petroleum ii, 4, 8, 9, 13, 14, 23, 30, 31,
32, 35, 45, 49, 50, 64, 77, 79, 93,
95, 96, 97, 98, 99, 100, 101, 104,
105. See also Alaska Qil and Gas
Conservation Commission; See
also Bonuses; See also Conserva-
tion Surcharge; See also Cook
Inlet; See also Corporate Income
Tax; See also Economic Limit
Factor; See also Exploration Prop-
erty; See also Exploration Property
Tax; See also Federal Revenue;
See also Federal Receipts; See
also Gas Royalties; See also Gas;
See also Hazardous Release Sur-
charge; See also Heavy Oil; See
also IEA,; See also International
Energy Agency; See also National
Petroleum Reserve-Alaska; See
also NPR-A; See also NPR-
A Royalties; See also Natural
Gas; See also Netbhack Costs;
See also New York Mercantile
Exchange; See also NYMEX; See
also Oil; See also Qil Prices; See
also Oil Production; See also QOil
Revenue; See also Oil Royalties;
See also OPEC; See also Orga-
nization of Petroleum Exporting
Countries; See also Outer Conti-
nental Shelf; See also Petroleum
Revenue; See also Petroleum Prof-
its Tax; See also PPT; See also Pe-
troleum Special Settlements; See
also Pipeline Transportation Prop-
erty; See also Production Costs;
See also Production Property
Tax; See also Production Tax; See
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also Property Tax; See also Regu-
latory Commission of Alaska;
See also RCA; See also Sever-
ance Tax; See also TAPS; See
also Trans-Alaska Pipeline
System; See also Wellhead Price;
See also Wellhead Value; See
also West Texas Intermediate

Petroleum Profits Tax (PPT) 13, 14, 32,
33, 34, 35, 41, 88, 95, 115

Petroleum Revenue ii, 79, 93, 98, 99,
104, 105

Petroleum Special Settlements 97, 98, 99

Pipeline Transportation Property 50

Production Costs 42

Production Property 49

Production Tax 4, 8, 30, 32, 36, 37, 93,
98, 99, 100, 101, 104, 105

Program Receipts 60, 94

Property Tax 4, 8, 30, 32, 37, 44, 49, 50,
96, 98, 99, 104, 105

Public School Fund 51, 78, 100, 101,
102, 103, 104, 105

Receipt Supported Services 61

Regulatory Commission of Alaska (RCA)
60, 61

Rents 4, 8,9, 23, 30, 37, 51, 54, 63, 64,
97, 98, 99, 104, 105

Restricted Program Receipts 94

Restricted Revenue ii, 7, 94

Royalties 4, 8, 9, 20, 21, 23, 30, 32, 48,
49, 51, 54, 63, 64, 97, 98, 99, 104,
105. See also Oil Royalties; See
also Gas Royalties

Sales/Use Tax 58, 59

Severance Tax 96. See also Production
Tax

Trans-Alaska Pipeline System (TAPS)
42,43, 44, 45, 108, 109, 112, 113
Federal Energy Regulatory Com-
mission (FERC) Cost-based Rate
Methodology 43, 44, 45
Trans-Alaska Pipeline Settlement
Methodology (TSM) 35, 42, 43,
44, 45
Strategic Reconfiguration (SR)
Project 44

Taxes 4,8, 19, 20, 21, 32, 36, 54,
55, 56, 57, 58, 59, 60, 68. See
also Alcoholic Beverages Tax;
See also Charitable Gaming;
See also Cigarette Tax; See
also Conservation Surcharge;
See also Corporate Income Tax;

See also Cruise Ship Tax; See
also Economic Limit Factor; See
also ELF; See also Estate Tax;
See also Exploration Property;
See also Fisheries Business Tax;
See also Hazardous Release
Surcharge; See also Insurance
Premium Tax; See also Min-
ing License Tax; See also Motor
Fuel Tax; See also Motor Vehicle
Registration Fees; See also Motor
Vehicle Tire Fee; See also Petro-
leum Profits Tax; See also PPT;
See also Production Property
Tax; See also Production Tax; See
also Property Tax; See also Sales/
Use tax; See also Severance Tax;
See also Studded Tire Fee; See
also Tire Fee; See also Tobacco
Tax; See also Vehicle Rental Tax

Telephone Cooperative 56

Test Fisheries Receipts 61

Timber 61

Tire Fee 8, 57, 58, 96. See also Motor
Vehicle Tire Fee

Tobacco Settlement 61, 62

Tobacco Tax 57

Treasury Managed Funds 5, 72, 73

Unclaimed Property 9, 64, 65

University of Alaska i, 35, 65, 70, 81, 82,
83, 84, 85, 86, 91, 94

Unrestricted General Purpose Revenue
8,14

Unrestricted Revenue i, 1,7, 8, 9, 10,
13, 14, 17, 20, 93, 94, 95, 96, 97,
98, 99

Vehicle Rental Tax 60

Wellhead Price/ Wellhead Value 42, 45,
47

West Texas Intermediate (WTI) 10, 35,
39, 106, 107, 110
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In accordance with AS 37.07.060 (b)(4), the Revenue Sources book is compiled
biannually by the Alaska Department of Revenue to assist the governor in
formulating a proposed comprehensive financial plan for presentation to the
Alaska State Legislature. Within the publication are shown prior year actuals,
revised current year estimates and future year projections.

Anticipated state income is projected through the use of a number of data sources:

(1) econometric models developed by the Department of Revenue to forecast
unrestricted non-petroleum revenues;

(2) a petroleum revenue model created by the department’s Tax Division;
(3) estimates from individual state agencies.

The Department of Revenue thanks the various state agencies for their
cooperation in computing anticipated revenues for publication in this Fall 2007
Revenue Sources Book.

The Department of Revenue complies with Title II of the Americans
With Disabilities Act of 1990. This publication is available in alternative
communication formats upon request. Please contact the division’s representative

at 907-465-3692 or 907-465-3678 (TDD) to make necessary arrangements.

This publication, required by law (AS 37.07.060), was printed in Juneau,
Alaska at a cost of about $11 per copy.
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